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TUESDAY, SEPTEMBER 28, 1954 


Untrep Srates SENATE, 
SUBCOMMITTEE ON MoNoPpoLy AND ANTITRUST 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met at 10:30 a. m., pursuant to call, in room 424, 
Senate Office Building, Senator William Langer (chairman) pre- 
siding. 

Present: Senator Langer (chairman). 

Present also: Mr. Sidney Davis, counsel to the subcommittee. 

The CuHatrrmMan. Notice was given that this hearing was to be held 
at 10:30 this morning. Since that time I have had word that Senator 
Kefauver, who is out West, expects to be here this afternoon. His 
office has asked that the matter be postponed. Consequently, the 
chairman is postponing this hearing until 2:30 this afternoon. 


AFTER RECESS 


(The hearing was resumed at 2:30 p. m., Senator William Langer, 
chairman, presiding. Present were Senators Langer and Kefauver. 
Also present was Senator Butler.) 

The CuarrMan. The meeting will come to order. 

Will you be sworn? Do you solemnly swear the testimony you 
are to give in the pending matter shall be the truth, the whole truth, 
and nothing but the truth, so help you God ¢ 

Mr. Strerenroru. I do. 


TESTIMONY OF J. D. STIETENROTH 


The Cuarrman. Do you wish to make an opening statement ? 

Mr. Davis. Yes. 

Senator Burier. Before Mr. Davis makes his opening statement, 
may I ask a couple of questions ? 

The CuatrmMan. No, sir, you cannot. You can ask afterwards, 
but the committee is going to proceed with this committee business. 
Afterwards you can. 

Senator Burter. May I make a short statement for the purposes 
of the record ? 

The Cuarmman. Yes, you may make a short statement. You are 
here as our guest, and we are glad to have you here. 

Senator Burier. Well, Mr. Chairman, it is true I am here in a 
sense as a guest, but I am a member of the full committee, and the 
Senator from Lllinois, Mr. Dirksen, who is now in Massachusetts 
and unable to be here, asked me to come here for him, so I am not 
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186 POWER POLICY—DIXON-YATES CONTRACT 
only here as a member of the full committee, I am here as a member 
representing the distinguished Senator from Illinois. 

Mr. Chairman, I feel that these hearings, if they are to deal with 
the Dixon-Yates matter, are premature. They are premature for this 
reason : That if there is anything wrong with the Dixon- Yates contract, 
as soon as it has been formalized by the Atomic Energy Commission, 
the Joint Committee on Atomic Energy of this Congress of the United 
States will go into that contract in each and every one of its provi- 
sions. If they find anything wrong with that contract, or have rea- 
son to believe that the contract has not been fairly arrived at, they 
will hold a hearing similar to thee hearings now being held here. 

Now, Mr. Chairman, I say this to the subcommittee before you start 
your investigation: There is not one thing that this subcommittee 
can do to in any way expedite, change, or stop the Dixon-Yates 
contract. That has been approved by the Congress, its provisions 
have been specifi c ally declared to be per fectly Tegal and valid, by 
amendments offered in the Senate and approved by the House, and now 
embodied in law and signed by the President of the United States. 

I do not mind holding these hearings, but I do think that these 
remarks must be made. If it is the intention to bring out matters that 
reflect upon the persons who negotiated the Dixon- Yates contract, I 
respectfully ask the chairman right now for an opportunity at the 
proper time to produce witnesses to refute those statements, because 
I can tell you that insofar as I know and insofar as anybody in the 
administration knows, there is nothing wrong with the Dixon-Yates 
contract. If there is anything wrong with it, as I have said, the Joint 
Committee on Atomic Energy of the Congress of the-United States 
will serutinize every one of its terms. I am sure it will come to a 
fair and just conclusion after that investigation. 

I thank you, Mr. Chairman. 

The Cuarrman. I may say, Senator Butler, that no one is more 
aware than the Senator from Maryland that in the Judiciary Com- 
mittee no proxies are allowed. They have not been for years. Neither 
Senator Dirksen nor any other Senator can give a proxy. 

Further, a subcommittee is composed definitely of five members, 
and there is no provision whereby any member of a subcommittee 
can appoint any other Senator to appear for him. 

I might add further that as to how far we are going into the Dixon- 
Yates contract may depend to some extent upon the testimony of this 
witness and other witnesses that we have. In any event, we are going 
to proceed with it, and we will hear them. 

Senator Burter. The chairman is not intimating that a member 
of the full Committee on the Judiciary is not welcome here? 

The Cuatrman. I have already told the Senator he is welcome, and 
we are glad to have you sit here. 

Senator Burier. Is the Senator from Maryland entitled to ask 
that witnesses be summoned to be heard by the subcommittee? 

The Cuatrman. I am not sure about that. We will take that up at 
the proper time. 

Senator Burter. The Senator from Maryland has only one object 
in view, and that is to see that all sides of this controversy are put into 
the record. 
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The Cuatrman. I want to tell the distinguished Senator, you need 
not worry about that. This subcommittee is not here to hound any- 
body. Weare here to get the facts, and we are going to get them. 

Senator Burier. Good. 

The CuairMan. There is nobody going to stop this subcommittee 
from getting the facts on the Dixon- Yates contract. 

Senator Buiter. Just so the Senator permits the other side to have 
in equal opportunity to produce and examine witnesses, then I think 
that that end will be met. 

The CHarmMman. We will see about that when the time comes and 
see how we get along. 

Mr. Davis. May I make a brief statement that I think will help 
to answer some of the questions raised by Senator Butler and clarify 
the atmosphere. 

[ should like to state at the outset that this is not a hearing on the 
Dixon-Yates contract alone or as such. This hearing is in a sense 
a continuation of prior hearings which this subcommittee has held. 

Senator Burter. May I ask the counsel a question there ¢ 

The CuarrmMan. Please do not interrupt. 

Senator Butter. Is this the subcommittee that the Congress refused 
the funds for ? 

The Cuatrman. We are not going to allow any interruptions. 

Will you proceed, Mr. Davis. 

Mr. Davis. The subcommittee has been inquiring into one vital 
phase of the monopoly problem in the United States—the problem 
of monopoly in the power industry. That inquiry has led us from 
testimony indicating a wholesale attack on REA cooperatives, on 
public and municipally owned powerplants, to a consideration of the 
udministration’s new power policy and its effect on private monopoly 
in the power field. 

We have taken a long, hard look at the proposal to build a private 
powerplant for the Atomic Energy Commission at West Memphis, 
Ark., which has come to be widely known as the Dixon- Yates proposal, 
and since has attracted wide attention, both on the floor of the Senate 
and the House and in the public press. The proposed Dixon- Yates 
contract has become the center of more vigorous controversy than 
perhaps any similar proposed contract by the Government in the past 
several decades. 

Although the Senate by a somewhat narrow margin approved the 
principle of having the Atomic Energy Commission contract with a 
private power company for the needed power in the Tennessee Valley 
area, it indicated its grave concern about the matter by providing for 
i continuing stewardship and close scrutiny and supervision of such 
a contract, and that a congressional committee must pass on the final 
terms of the contract. 

A few days ago, Mr. J. D. Stietenroth, one of the principal officers 
of Mississippi Power & Light, issued a public statement. SGiniinsin’ 
Power & Light is one of the component operating companies of Middle 
South Utilities, the holding vompany of which Mr. Edgar Dixon is 
president, and which is 1 of the 2 members of the so-called Dixon- Yates 
syndicate. Mr. Stietenroth alleged in his statement that Mississippi 
Power & Light was completely dominated by monopolistic interests, 
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allegedly emanating from Wall Street, and that the principal officers 
and directors of Mississippi Power & Light had no independence of 
action or responsibility in administering the affairs of that corpo- 
ration. 

Mr. Stietenroth’s statement seemed to bear on two important aspects 
of the work of this committee: (1) As a principal officer of one of the 
large utilities in the country, he was in a position to know and to give 
competent evidence on the extent of monopolistic control over the 
power industry; and (2) as a principal officer of one of the large com- 
panies in the Middle South Utilities holding company, the so-called 
Dixon company of the Dixon- Yates syndicate, he was in a position to 
shed some light on the manner in which that company operated and 
on its true character. 

The charge has been made, and often repeated, that the Government 
in negotiating with Dixon-Yates was contracting with monopolies, 
exercising monopolistic control in a very complete manner, and that 
therefore the Government’s action tended simply to strengthen mo- 
nopoly in the United States. 

Mr. Stietenroth has apparently encountered great difficulty in bring- 
ing his statement to public attention. Since we are concerned here 
with problems of monopolistic control, he was invited, despite some 
initial reluctance on his part, to give testimony before this committee 
so that it might have the benefit of his intimate knowledge and expert 
advice. 

We also expect to have testimony within the next few days of other 
witnesses, Mr. Chairman, who may help to shed some light on these 
troublesome problems. 

I should now like to call Mr. Stietenroth to the stand. 

Mr. Dantex James. I wonder if I could make a brief statement for 
the record. 

The Cuarrman. You cannot. 

Senator Buriter. Mr. Chairman 

The Cuarrman. Proceed, Mr. Davis. 

Senator Burier. I think in all fairness, the chairman must put on 
this record that the Senate of the United States 

The Cuarrman. You are not recognized. 

Senator Burier. Refused the funds for this hearing. 

The CuHamman. Proceed, Mr. Davis. 

Mr. James. Senator, I represent the Middle South Utilities, and 
I would like to protest. 

The Cuarrman. You are not recognized at this time. 

Mr. Davis. Will you state your name and address for the record, 
please ? 

Mr. Strerenroru. I am J. D. Stietenroth, and I live at 4877 Maple- 
wood Drive in Jackson, Miss. 

Mr. Davis. Mr. Stietenroth, will you tell us something about your 
background ? 

Mr. Srierenroru. Well, I am a certified public accountant, and 
received my certificate by examination in 1929. I have on two occa- 
sions earned a bachelor of laws degree, and in 1953 I sat for the 
written examination and became a licensed professional engineer in 
the State of Mississippi. 


Mr. Davis. Do you have any sort of biography of yourself avail- 
able? 
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Mr. Strerenroru. In 1953, there was published in Jackson, Miss., a 
Story of Jackson, which is sometimes referred to as a history of 
Jackson. This is a biographical sketch as copied from that history of 
Jackson. The main things that I have not told you about, except 
purely personal things, is that throughout many years, 15 years par- 
ticularly, I have been in the American Red Cross, and I have held 
practically every job therein, including the chairmanship for Hinds 
County, and I have held practically every job on every committee in 
the community chest, and I was 1 year campaign chairman and sub- 
sequently I was president of the community chest. 

There are other matters set forth in this sketch. 

Mr. Davis. Mr. Chairman, may we have this marked as exhibit 1 
and inserted in the record ? 

(The biographical sketch referred to was marked Exhibit No. 1, and 
is as follows :) 

ExuisiT 1 


The Story of Jackson, biographical sketches of the builders of the capital of 
Mississippi, published in 1953 by J. F. Hyer Publishing Co., Jackson. Excerpt 
from pages 552 and 553. 

James Dowds Stietenroth, treasurer, secretary and chief financial and account- 
ing officer of Mississippi Power & Light Co., has made many contributions to his 
community and has gained the love and respect of a wide circle of friends and 
business associates because of his cooperative, progressive, civic-minded attitude 
and his ability to organize and execute whatever plans were needed to effect the 
job to be done. 

He was born on Jan. 28, 1904, in Natchez, Miss., and is the son of James Fields 
and Leoti (White) Stietenroth, both natives of Natchez also. James Fields 
Stietenroth was born in 1881 and died in his native city in 1937. Leoti (White) 
was born in 1883 and died in McComb in 1941, 

The boyhood of James D. Stietenroth was spent in Natchez where he attended 
public school. In 1928 he became office manager for the Mississippi Power & 
Light Co., in Jackson, and 2 years later, while in that position, he became a 
certified public accountant. In 1932 he was made company auditor: elected 
treasurer in 1937; assistant secretary in 1944; named as a director in 1949; and 
became secretary in 1952. 

Energetic and interested in a wide range of activities in addition to the 
responsibilities associated with his position, he received a diploma in higher 
accountancy in 1929, became a certified public accountant in 1930, received a 
diploma in electricity in 1931, the degree of bachelor of laws in 1936, and in 
1952 he received a diploma in radio engineering. 

He is a member of the American Institute of Accountants, the Mississippi 
Society of Certified Public Accountants, the Controllers Institute of America, 
the Institute of Radio Engineers, and is a past chairman of the accounting sec- 
tion, Southeastern Electric Exchange. 

His contributions to his community are equally varied, having been associated 
with the community chest since its organization in 19389. He has been a member 
of the Chest Budget Committee, served as campaign chairman in 1949, and was 
elected president of the organization in 1952. 

In 1946 he served as chairman of the Hinds County chapter of the American 
Red Cross, and had been chairman of home service prior to that time. During 
World War II he served as treasurer of the Mississippi war fund drive, and for 
8 years (1943-45) served as an instructor of accounting in Mississippi State 
College’s engineering, science, and management war-training extension program 
at Millsaps College. He is a member of St. Andrews Enisconal Church. 

On September 6, 1924, at Amite, La., James D. Stietenroth claimed the hand of 
Hazel Sharkey in marriage. Hazel (Sharkey) Stietenroth is the daughter of 
Patrick and Lulamae (Morrow) Sharkey. 

James D., Stietenroth and wife became the parents of two children: (1) Doro- 
thy Claire Stietenroth, born August 4, 1928; and (2) James Conrad Stietenroth, 
born February 19, 1935. 

Dorothy Claire Stietenroth, on October 6, 1948, was married to a dashing 
young Air Force officer, Lt. Mervyn Brisco Higman, Jr., immediately following 
his graduation from jet-training school. Lieutenant Higman was killed when 
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his jet plane crashed on April 4, 1950, and a daughter, Dorothy Briscoe Higman, 
was born posthumously to the young couple the day before Thanksgiving, 1950. 
Even his hobbies reflect the positive activity of James D. Stietenroth. One of 
his chief recreational interests is his “ham” radio station which he built himself, 
and where he spends much of his leisure time communicating with other “ham” 
operators over the country. 
For many years he entertained auidences over the country with his amateur 


magicianship, but demands for appearances became too heavy and he abandoned 
this hobby in favor of radio. 


He was awarded a professional engineer’s license after passing the examina- 
tion of the Mississippi State Board of Professional Engineers in 1953. He 
received his second bachelor of laws degree in 1954. 

Mr. Davis. Mr. Strietenroth, how long were you associated with 
Mississippi Power & Light Co. ? 

Mr. Strerenrorn. I have been with Mississippi Power & Light Co., 
or an affiliate, Phoenix Utility Co., which was a subsidiary of Electric 
Bond & Share Co., for a total of over 26 years, and the part that I was 
with the Phoenix Utility Co. was only about 3 years, and I have been 
with Mississippi Power & Light Co. as such ever since. 

Mr. Davis. Are you here pursuant to subpena, sir? 

Mr. Strerenrorn. Yes; I received a subpena from this committee 
requiring that I appear here at this time. 

Mr. Davis. May I have that, sir? 

May we insert this in the record ? 

The CuarrmMan. I do not think that that will be necessary. 

Mr. Davis. All right, sir. 

Do you own any stock in Mississippi Power & Light or any of its 
affiliates ? 

Mr. Strerenrotu. IT have 7 shares of $6 preferred stock in Missis- 
sippi Power & Light Co., that has a total market value of about $770. 
‘Iwo of those shares I bought at a very recent date, under very, very 
peculiar circumstances. 

Mr. Davis. Well, before I go any further with you, sir, do you have 
a prepared statement to submit to this committee that you would 
care to read to us? 

Mr. Srrerenrorn. Yes, sir: I have made some notes of things that 
I thought might be of interest at this time. 

Mr. Davies. Will you read the statement to the committee, please? 

Mr. Srrerenrorn. Now, in this first part of my notes, I want to 

say that I intend no disrespect. to you, Senator, nor to the Congress 
of the United States, nor to anybody else, but I should like, if you 
don’t mind, to just say what I think about certain things. 

The Cuamman. There is no objection to that. 

Mr. Strierenrorn. I think, No, 1, that we are all wasting our time 
when we are sitting down here in this hearing. I think that this thing 
that I am fighting is just too big for me, and I think it is too big for 
the Congress of the United States. 

As a matter of fact, I think only the people of the United States can 
possibly ever take hold of this situation. Now, I want it known that 
I have read the history of what has been going on in England, and 
I know that on their theory of socializing the basic industries, and 
what I have read, has suggested that they just got too big for control 
and there wasn’t anything to do but take them over. 

Now, I am opposed to socialism, and I am for private enterprise, 
and I am for private profit, but I am against an abuse of power in 
whatever form it takes, 
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The Cuarmman. Mr. Stietenroth, you know England has no anti- 
trust laws. 

Mr. Srierenroru. Sir? 

The Cuairman. You know in England they have no antitrust laws. 

Mr. Srrerenrorn. I don’t know anything about it; that is just 
what I read. 

The Cuamman. This committee is trying to enforce those laws in 
this country. 

Mr. Srierenroru. This is just my personal opinion, and the way 
I see it. 

Mr. Davis. Will you go ahead? 

Mr. Stierenroru. Now, I recognize enslavement in whatever pack- 
age it is wrapped up. Enslavement in a fancy package does not fool 
me. It only insults my intelligence when it is h: inded to me in such 
a package. 

Now, I am actually frightened as a citizen of the United States by 
the bigness that even my company and my group of companies rep- 
resents. I think that its bigness actually destroys the dignity of the 
individual, And the last thing I made in the form of a note—and then 
1 shall read my paper here—is that I don’t want a king, even if he 
be a beneficent king. 

Now, the statement that I am going to read was prepared between 
trains in the depot at St. Louis, when I was on the way to Wash- 
ington, in response to the subpena of this committee. After I had 
spent nearly the whole day Friday September 17, 1954, with Mr. R. B. 
Wilson, president of Mississippi Bower & Light Co,, in the office, and 
in the presence of Mr. Gardner W. Green, general counsel of Missis- 
sippi Power & Light Co., and after telling Mr. Wilson time after time 
that I could not and would not wear the yoke of Wall Street any longer 
because the life of pretense that 1 was being forced to live was literally 
shriveling up my soul, 

After reviewing with Mr. Wilson a long list of things that I thought 
and still think are wrong, and telling him in plain words that I thought 
that. we should operate “the company less extravagantly, pointing out 
that our rates are high in comparison to other nearby privately and 
public-owned utilities, but L realized I was just not getting through 
to Mr. Wilson. 

He said, in response to my insistent demand, words to the effect 
that there is nothing I could do even if I wanted to: “I have only been 
president a short time, I would certainly look foolish if I should adopt 
your attitude when. I have only been president for a month.” And 
“Maybe there is something we can do later, but it will take time, and 
there certainly is nothing that I can do about it now.” 

The subject that we were talking about was throwing off the yoke, 
and insisting upon the right to be what we pretended to be, that is, a 
bona fide officer of the company, who not only had the responsibility of 
our respective offices, but also the prouss powers and prerogatives, 
many of which we had so miserably let others usurp. 

One of the things that I said to Mr. Wilson was that we, he and I, 
had only two alternatives insofar as I was coricerned. First he could 
agree with me and we would then go to Mr. Brown, who is the chair- 
man of the board, and try to persuade hini to the same viewpoint. If 
we were successful, then we would all, Mr. Brown and Mr. Wilson and 
1, would go to the board of directors and ask them to join with us and 
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that we would thus put up a united front which might have had some 
chance of success in Seiten the stranglehold that Wall Street has 
always had upon our company. 

The second alternative was to fire me, because there was no way 
under the sun to stop me short of shooting me dead. And those were 
the words that I used. 

I also said that I was not going to be retired on the payroll, or kicked 
upstairs, or isolated from ‘what was going on within the company. 
These are some of the devices that have been used throughout the years 
to quiet recalcitrant people. 

I never intended to issue my first statement: I needed my job, and I 
needed my insurance, and my pension, and I hoped and tried every- 
thing that I had to get the program adopted that I though was right 
and which I had committed myself to fight for even if it cost me my 
job, and my life. 

I had most of my life invested in the company, Middle South Utili- 
ties, Inc., had money invested, and I thought and still think that it is 
wrong, and to put it plainer, itis a dirty shame that Middle South 

can persecute me by depriving me of my ‘investment in the company, 
my whole life, and depriving me of my means of making a living for 
my wife and myself, and my daughter being grown and married, and 
has two babies, and my son has just finished his basic training in the 
Marines. 

And they, meaning Middle South, also had the power, and used it, 
to take away my insurance, and my pension, all because I had re- 
volted against the enslaving system that was making me so extremely 
unhappy because I was being forced to live a life of deceit and 
hypocrisy, when I pretended to » be the principal financial and account- 
ing officer of the company. 

However, realizing that I had not made any progress whatsoever 
with Mr. Wilson, I went home about 5 o’clock on Friday, September 
17, 1954, and I did not even talk to Mr. Brown. I was too exhausted. 
I thought about what I had done and what was going to be done to me 
since I had dared to propose a change wherein the yoke would be 
broken, however gradually. It became clear to me that I had com- 
mitted the unpardonable sin and that I was going to be fired, and 
peers for my trouble. Of course, I knew that these things would 
1appen to me when I started talking about throwing off the yoke, over 
a month ago. It was not with Mr. Brown or Mr. Wilson, of course, 
but with a great many of my friends and associates. As a matter of 
fact, so many people knew of my intentions until I will never know 
why it was that Mr. Brown and Mr. Wilson never found out until I 
made my statement to Mr. Wilson on September 17, 1954. 

On Sunday, September 19, 1954, I released my first statement. It 
was carried by the Memphis Commercial Appeal, and many other 
papers. Both of the Hedeman-controlled Jackson dail newspapers 
carried it, but after that the Iron Curtain, the wall of silence, was 
clamped down in Jackson. 

When, on September 21, 1954, I issued my second statement of 
around 2,000 to 2,500 to 3,000 words in the form of a letter to the board 
of directors, one of the Jackson papers said in substance that I had 
issued a highly Tepetitious second statement. And that I was in the 
hospital under “observation.” 
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And I should like to read the statement that my doctor signed when 
I left the hospital in about 15 minutes after that, or I knew that they 
would have had me in the insane asylum by the next day. 

This is to certify that I am attending Mr. J. D. Stietenroth, who is in the Bath 
Hospital for a physical checkup, and also being treated for respiratory infection, 
and physical fatigue. In general his physical condition is excellent, and he 
should be able to leave the hospital in the a. m. Signed, W. J. White, M. D., 
September 22, 1954. 

The Hedeman-controlled Jackson daily newspapers at first actually 
refused to accept my letter to the board of directors as a paid ad, but 
later changed their mind. On September 22, 1954, I sent a telegram 
to the Securities and Exchange Commission, withdrawing my signa- 
ture from certain documents on file with them concerning pending 
issuances of securities. This statement that I am about to make is my 
fourth statement, and it is prepared in a form of a statement that I 
hoped and expected to have to put into pamphlet form because the 
wall of silence had been just simply clamped on me by the press of 
Mississippi, and had just literally smothered me. 

Mississippi Power & Light Co. pays substantial money to the Hede- 
man interests. Five of the ways in which they get money from the 
company are rental of property; printing, where they get the lion’s 
share of all of the company’s printing; and the relationship is so 
cordial that they frequently go ahead and do the work with the under- 
standing that they will just charge a fair price, as determined by them 
after the work is done. Then there is a heavy advertising budget for 
the Clarion Ledger, and also the advertising budget for the Jackson 
Daily News. And for WJTYV television, all of which are owned or 
controlled by the Hedeman interests. 

There may be other ways in which money is paid to the Hedeman 
interests that I do not know about. 

About the time that Bob Hedeman was sanctimoniously explaining 
to me that my letter to the board of directors had no news value, and 
was generally objectionable, and was nothing more than an employee- 
employer dispute, and refused to accept it, even as a paid ad, the fol- 
lowing news flash went out over the AP wire service, and I have had 
the call letters checked by two people that I believe to be dependable: 

Daily news pressing for some crime, violence of sex, especially sex, for Sunsex 
edition. (Stories, that is.) JN SJ 116PCS. September 23 B. 

Mr. Davis. Mr. Stietenroth, may I ask you to identify what you 
have been reading from ? 

Mr. Srierenroru. This is a tearsheet that I took off the AP 
teletype. 

Now, after Mr. Bob Hedeman had told me that he found my letter 
to the board of directors generally objectionable, and told me that he 
would not accept it even as a paid ad, I left his office, and I went to 
television station WLDP, and I sat down with Mr. Fred Beard and 
Mr. Sam Gentry, and I read that letter to them, and they said, “Well, 
that sounds mighty good to us, and we will give you a half an hour 
tomorrow night, and we will plug it all day tomorrow,” and he said, 
“But, you will have to leave this statement with me, and let me check 
it with counsel.” And, incidentally, I had already gone to my own 
oe to make sure that I had made no libelous statements in that 
etter. 
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Now, I left this statement with WLBT, and after a while Mr. Beard 
got in touch with me, and he said to me, “Well, we can’t give you any 
time, we have reconsidered,” and I said, “Now, Fred, that is all right; 
but now I am saying to you, and I am making a flat demand to you, 
that you sell me 30 minutes of time to read this statement.” 

And Fred Beard said, “Well, I will have to go back and check 
that.” 

And after a while he came back, and he said, “Well, I can’t sell you 
any time, either.” 

Now, this is a statement that I prepared, sitting in the depot on the 
way up here. 

(Statement referred to follows:) 


ExuHIsit 2 


I deeply regret the necessity for what I am about to do. But, there is no 
choice. I have heard it said that, when you challenge the “king,” to a duel, 
you must be prepared to slay or be slayed. I have said that I would literally 
give my life to the cause of breaking the stranglehold that Wall Street has on 
Mississippi Power & Light Co. 

The “king” that I have challenged is “King Wall Street.” I have said I do 
not agree with the proposition that it is right for him to have absolute (dicta- 
torial) powers over the peoples of Arkansas, Louisiana (including New Orleans), 
and Mississippi. 

When I speak of “King Wall Street,” it is simply my way of collectively refer- 
ring to, and nothing derogatory is meant, Middle South Utilities, Inc., Mr. E. H. 
Dixon, president ; Ebasco Services Inc., subsidiary of Electric Bond & Share Co. ; 
and Messrs. Reid and Priest, attorneys, all of No. 2 Rector Street, New York, 
which is just across the way from No. 1 Wall Street, New York. 

I have also said that the extravagant operation of Mississippi Power & Light 
Co. should be cut out and that electric rates could and should be reduced by 
millions of dollars a year. I have said that the domination over me as prin- 
cipal financial and accounting officer of Mississippi Power & Light Co., which is 
a part of what I call the “Tri-State Colonial Empire of Wall Street,” has already 
ceased and that the corporate officers and directors of Mississippi Power & Light 
Co. should be allowed to manage said properties for the joint benefit of the rate 
payers, employees, Government and investors, including the one and only common 
stockholder. I advocated fair treatment to the one and only common stock- 
holder along with all other interested parties, but I do not think that the prop- 
erties should be operated in large measure for the exclusive benefit of the one 
and only common stockholder, Middle South Utilities, Inc. 

The four operating subsidiaries of Middle South Utilities, Inc., are: Arkansas 
Power & Light Co., Louisiana Power & Light Co., Mississippi Power & Light Co., 
and New Orleans Public Service, Inc. More about the other companies later. 

In doing what I am about to do I sincerely believe that I am doing right. It 
is going to hurt, but some day during this generation, or the next, or the next, 
I believe that good will come of what I am about to do. I know that God is on 
the right side and I believe that I am too. I hope I will be forgiven if what I 
do is wrong. 

It is my purpose to give you an illustration of how the domination of the “Tri- 
State Colonial Empire” is accomplished. I cannot get the idea over to you, dear 
reader, unless I call names. That is what hurts me. But, I may disappoint you 
because I am not going to hit below the belt, until I am first hit below the belt. 

A magician would say that the domination of the “Tri-State Colonial Empire” 
is accomplished with mirrors. I say it is accomplished with money—the rate 
payers’ money. Now let me give you a “for instance.” Just recently Mr. Rex I. 
Brown, chairman of the board, and Mr. R. B. Wilson, president, of Mississippi, 
published a statement to the effect “that there are no secrets or mysteries about 
Mississippi Power & Light Co. and that any properly interested person would be 
given any desired information.” 

I believe that the information I am about to give you will be of interest and I 
assure you that you will find it all in the records of Mississippi Power & Light 
Co. Iam taking Mr. Brown and Mr. Wilson at their word when they said there 
are no secrets or mysteries about the company’s business. 
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My revolt against the “system” of domination will put Mr. Brown in a position 
where he will have to defend the “system,” which means that he will have to 
oppose me. I have been that close to him and know that his heart will not be in 
his opposition and possible persecution of me, and that he knows that every- 
thing I have said is true. He also knows me well enough to know that everything 
lam going to say is true. 

Because I have more important things to talk about and I do not want to lose 
your interest with too long a dissertation, I am going to leave out of my discus- 
sion such things as the two hotel suites permanently rented at Jackson Hotel; 
liberal expenses and an exceptionally long gift list; all paid for by Mississippi 
Power & Light Co., and, of course, by the rate payers. 

Mr. Brown was president of the company up until about a month ago when he 
retired as president and the job of chairman of the board was created for him. 
Mr. Brown’s salary was $50,000 a year when he was president—this is a matter 
of public record—set forth in documents filed with the Securities and Exchange 
Commission and Federal Power Commission. 

Also I am informed that Mr. Wilson gave the amount of my salary to re- 
porters and his salary is still $50,000 a year as chairman of the board. In addi- 
tion, Mr. Brown is now receiving a pension of nearly $1,000 a month and the cost 
of said pension was close to $125,000, practically all of which was paid by Mis- 
sissippi Power & Light Co. with money gleaned from its rate payers. Thus he 
is now receiving nearly $1,000 a week as salary and nearly $1,000 a month as 
pension. 

But that is not all. There is the matter of an air-condition Buick Roadmas- 
ter which is traded in regularly, long before the Buicks are worn out. Then 
there is the seven-passenger airplane that costs between $100 and $200 an hour 
to operate. It is awfully hard to tell where company use of said transportation 
facilities starts and stops—I had a Pontiac. 

But again, that is not all. There is the matter of the two lodges which are 
set up in the accounts as “Electric plant in service.” I estimate that the two 
lodges cost in the neighborhood of but probably not exceeding $200,000. The 
exact cost will probably never be known because the disbursements are so well 
scattered throughout the records until I doubt if it would be possible to get 
them all together and thus ascertain the true cost of the said two lodges and the 
furniture and fixtures, and so forth, placed in them. The operating cost of said 
lodges is substantial, since there are regular and permanent caretakers at one 
of them and the food and “miscellaneous merchandise’ which is consumed by 
the many guests is substantial, but again the disbursements are so scattered 
that I was never able to ascertain the magnitude of such costs, But, whatever 
they were, the rate payers paid the bills. 

Again, that is not all. I suppose that every president and chairman of the 
board ought to have plush offices. In fact, the whole executive suite might 
ought to be plush from some viewpoint, including, of course, the boardroom, 
Well, I can tell you that Mississippi Power & Light Co. has the plush offices, Or 
you can go see for yourself. Which is the plushier is a matter of opinion, and 
I refrain from expressing an opinion on that subject. The marvelous things that 
can be done with the money of the little rate payers, when a big corporation has 
What amounts to the power to levy a tax upon them, is just out of this world. 

I have thought about getting out on the street and selling tickets to the people 
to visit the executive offices of Mississippi Power & Light Co. and thus try to earn 
a living, since I was fired for throwing off the yoke of Wall Street domination, 
defying the dictators, and criticizing the extravagances. 

I could keep on and on, but I am about to get a message too leng to be read. 
But, please, dear readers, let me tell you of 1 or 2 more things, before you weary 
of me, 

Recently the newcomer Society of England honored Mississippi Power & Light 
Co. and Mr. Rex I. Brown, who is a member of said organization. Of course, 
Mississippi Power & Light Co. picked up the tab, which may have run as high 
as $25,000, if all the scattered costs could be collected together and identified as 
relating to the banquet. I was invited and attended. We repeatedly toasted the 
Queen of England, the Prime Minister, and once we toasted the President—lI 
never learned whether we were toasting President Ike or President Rex. 

I wonder if the little ratepayers realized that they could really afford and 
were being forced to pay for such goings-on. 

Even more recently there was the dedication of the Delta steam electric station 
located near Cleveland, Miss, I was in New York at the time and therefore did 
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not attend, but I heard that it was some blowout, with 7,000 to 8,000 people in 
attendance. 

I could name many of the dignitaries who attended, but I will not at this time. 
I estimate that the party cost the ratepayers another $25,000 and again I say 
that the true total cost will never be known because of scattering the costs on 
many invoices and expense accounts. 

Most of these 7,000 to 8,000 people had to be fed and many of the elite had to 
be otherwise entertained. I know these things because I made it my business to 
get a full report on what happened at Cleveland at the dedication. Man does not 
live by bread alone. In fact, if he tried to he would probably choke. He must 
also have drink. I have heard that “miscellaneous merchandise” alone for the 
dedication ran around $1,000. Gosh, what marvelous things can be done with 
the little people’s money if you can get it away from them. Electric rates wili 
extract the people’s money just as surely as taxes, 

Ebasco Services, Inc., or Electric Bond & Share Co. got over $1,500,000 out of 
the Delta plant and has been getting a part of every electric bill that has been 
paid to Mississippi Power & Light Co. for the past 25 to 30 years. Prior to 
1937 Electric Bond & Share Co. just simply levied what amounted to a gross 
sales tax on Mississippi Power & Light Co.; since 1937 they still have gotten their 
take but the form of the billing is somewhat different. But the result is the 
same. 

I sometimes facetiously say that every person living in the western part of 
Mississippi during the last 25 to 30 years and taking electric service from Mis- 
sissinpi Power & Light Co. has been continuously paying tribute to Electric 

tond & Share Co.; another way I think about this situation is that there is noth- 
ing so sure as death, taxes, and tribute to Electric Bond & Share Co. if you live 
in the tri-State colonial empire. They have found the way to, figuratively, put 
their hands into the people’s pockets—electric rates is the gimmick. 

Next time I feel in the mood, I am going to delve into the situation as it relates 
to the one and only common-stock holder of Mississippi Power & Light Co., 
namely, Middle South Utilities, Inc—hold 9 percenter itself—and prove that 
Middle South Utilities, Inc., is not only getting 9 percent per annum dividends 
on the money that it has invested in the company but that it is also being paid 
a 9-percent per annum dividend on $3 million (or more) that it did not invest 
in the company. The ratepayers had to pay into the company over $6 million; the 
income taxes had to be paid by the ratepayers, and it amounted to about $3 
million, so that Middle South Utilities, Inc., could be issued common stock with 
a stated value of $10.50 per share, $3 million in all, yet Middle South Utilities, 
Inc., paid much less than $10 per share for it, but they are paid a 9 percent per 
annum dividend on both the money they did invest in the company and the money 
they did not invest in Mississippi Power & Light Co. 

As the magician would explain his tricks—it’s done with mirrors. However, 
mirrors or no mirrors, the electric ratepayers have to cough up each year about 
$540,000 in order for Mississippi Power & Light Co. to pay a 9 percent per annum 
dividen1, with the income taxes already paid by the ratepayers, on the $3 mil- 
lion which Middle South Utilities, Inc., did not invest in Mississippi Power & 
Light Co. 

I have left much more unsaid than I have said. But I believe you will get the 
general idea about why you never hear of a company chairman of the board or 
pres'dent ever being so foolish, as I was, in resisting the “suggestions” of the 
holding companies. No one has ever resisted them yet and gotten away with it, 
to my knowledge. 

In throwing off the yoke of Wall Street, at such a terrible personal sacrifice, 
my motives were clean and my oDiectives were simple. I was seeking neither 
money nor power. I was fighting for an ideal, a principle, and I am still fighting 
for it. My objective was simply to throw off the yoke of domination which was 
making me so extremely unhappy and miserable because I was forced to live a 
life of deceit and hypocrisy when I pretended to be the “principal financial and 
accounting officer” of Mississippi Power & Light Co., when in truth the powers 
and prerogatives of my offices had in large measure been usurped by others. 
I had the full responsib‘lities of my offices but not the full powers. I want to 
make it clear that I speak only for myself in this respect and not for any other 
officer and the directors of the company. 

I intend to keep on fighting for the things I believe to be right. I believe 
that many of the policies that I have advocated, such as less extravagant oper- 
ation and lower rates, will ultimately be adopted, because I believe’ that when 
the people of Mississippi are told the whoie truth they will rise up in righteous 
wrath and demand justice, as it is right and just that they should do. By 
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“justice” I mean that the business of Mississippi Power & Light Co. be oper- 
ated for the joint benefit of the customers, employees, Governm:nt, and in- 
vestors, including the one and only common-stock holder, Middle South Utilities, 
Inc., holding company, which company is certainly entitled to fair treatment. 
However, in my opinion, fair treatment to the common-stock holder does not 
mean that the business be run in large measure for its exclusive beneiit. 

I would do it again if I hadn't done it already. 

Mr. Davis. Mr. Stietenroth, I believe you testified that you had been 
with Mississippi Power & Light? 

Mr. SrierENRoTH. Just give me 1 minute. 

The CuHarmMan. We will recess for 5 minutes, 

(A brief recess was taken. ) 

The CuarrMan. We will proceed. 

Mr. Davis 

Mr. Davis. Are you ready to proceed, Mr. Stietenroth ? 

Mr. Srierenroru. Yes. 

Mr. Davis. I believe, Mr. Stietenroth, that you testified that you 
had been with Mississippi Power & Light since 1928, is that correct ¢ 
Mr. Strerenroru. That is correct. 

Mr. Davis. A period of 26 years? 

Mr. Srrerenrornu. Yes, sir. 

Mr. Davis. And I believe that you had testified that you own only 
shares of $6 preferred stock in the company; is that correct ¢ 

Mr. Stierenroru. That is correct. 

Mr. Davis. Will you tell the committee what positions you have 
held with the company ¢ 

Mr. Srierenrotu. Well, as I said, the first 2 or 3 years I was with 
Phoenix Utilities Co., as a sort of office manager. 

Mr. Davis. Excuse me, sir. Is that a subsidiary of Mississippi 
Power & Light? 

Mr. Stierenroru. No; it was a subsidiary of Electric Bond & 
Share Co. 

Mr. Davis. I see. 

Mr. Strerenroru. And Phoenix was set up down there to do con- 
structive work for Mississippi Power & Light Co., and incidentally 
there was a construction fee paid by Mississippi Power & Light Co. to 
Phoenix which all flowed back into Bond & Share Co., and away in 
later years, I think in 1943, the Federal Power Commission made us 
take all of those intercompany profits out of our accounts. 

Now, after I was with Phoenix Utility Co. for a few years, then I 
went to Mississippi Power & Light Co. My first job was credit man- 
ager, and it was in the depths of the depression, and money was just 
as hard to come by as hens’ teeth, we will say, and it was my job to go 
out and to see that the local people would go to the customers and 
collect the company’s accounts. 

And after having performed those duties for a few years, then I 
was assigned to the job of traveling auditor, and I went around to our 
several field offices and checked their accounts and took inventories, 
and did such work. 

And then on December 7, 1937, after having heen sent to the offices 
of, I believe it was the then Electric Bond & Share Co., but it may 
have been Ebasco, I don’t remember, and spending a month up there 
being indoctrinated, then I went back to Mississippi and I was elected 
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at that time as treasurer of the company, which position I have held 
ever since. 

Now, in 1944 I was elected either secretary—assistant secretary, I 
don’t remember which, and since that time I have either been the 
secretary or assistant secretary and the reason that I would be some- 
times in one and sometimes the other, is that the man who was secretary 
went into the service during the war, and I took his job and then I 
gave it back to him. 

Then for a while, in about the year 1949, or thereabouts, I was 
elected a director of the company, but I only remained a director 
for a year or less, because it was the policy of the company to have 
directors that had the flavor of representing the : several parts of the 
State, so I resigned and it was suggested that I resign, and I so a 
And I have held the job right on down to a few days ago, when I w 
secretary and treasurer , the deser iptive title being principal Shaivial 
and accounting officer of the company. 

Mr. Davis. When was Middle South Utilities Co. formed, do you 
know, sir? 

Mr. Srierenroru. It is my recollection that Middle South Utilities, 
Inc., was formed, I believe, in 1949. 

Mr. Davis. And what properties of what company did it succeed ! 

Mr. Strrerenroru. They didn’t succeed to the properties of any 
companies. It succeeded to the investments of Electric Power & 
Light Corp., which as I recall it was under the death sentence of the 
Public Utility Holding Company Act of 1935. 

Mr. Davis. Then Middle South Utilities was a successor company 
to Electric Power & Light, as a result of disintegration under the 
Public Utility Holding C ompany Act, is that corr ect # 

Mr. Srierevnroru. That was my understanding. 

Mr. Davis. And you were an employee of the company throughout 
the period of both companies, is that correct 

Mr. Srirrenrorn. That is correct. 

Mr. Davis. Was there any appreciable difference between the rela- 
tions of Mississippi Power & Light and Middle South Utilities when 
Middle South Utilities took the place of Electric Power & Light in 
the holding company setup ? 

Mr. Srierennorn. Well, we dealt with the same people, and we did 
the same things, and I couldn’t tell from one day to the next whether 
EL was still going or still in existence, or gone. 

Mr. Davis. Well, did they 

Mr. Srirerenroru. I knew the corporation was gone or in the process 
of going, and I knew I was dealing with a new corporation. 

Mr. Davis. As a leading officer of this company, can you tell us 
whether the Public Utility ‘Holding C ompany Act actually made any 
difference, in the relationships between the holding company and the 
operating company ¢ 

Mr. Srierenroru. Well, in the beginning, I have made a statement 
that this thing is just too big for all of us, including the Congress 
and the Commissions and everybody else. And what I was trying 
to say was something about like this: I have been with this company 
before the Holding C ompany Act of 1935 was passed, and I have 
been with this company since the Holding Company Act of 1935 
was passed, and the actual flagrant abuses that. were carried on prior 
to 1937 to some degree were ‘changed, and by this I want to make 
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this explanation: Actually, when this Public Utility Holding Com- 
pany Act of 1935 was passed, that also was about the time that I 
was elected treasurer of the company. It seemed to me that Electric 
Bond & Share, and the then Electric Power & Light Corp., and all of 
these folks up in New York thought that the Public Utility Holding 
(‘company Act meant what it said, and I believe that it said that 
we were supposed to be permitted to run these companies. 

Now the result was, in the first few years that I was an officer of 
he company, I was pretty happy in my job, and I felt that I had 
some of the powers that belonged to it, and for several years that 
went on; but gradually it just simply changed and changed and 
changed until finally I believe that the situation as it exists today 
s as bad or almost as bad as it used to be before the Holding Company 
\ct was passed. 

Mr. Davis. Then, is it your opinion, sir, as at least a former public 
utility official, that as of the present time the existence of the Public 
(tility Holding Company Act is not very effective in curbing the 
abuses for which purpose it was passed at first? 

Mr. Srrerenroru. That is my opinion. 

Mr. Davis. Mr. Stietenroth, you have stated that you were the 
treasurer of Mississippi Power & Light since 1937 until a few days 
ago. That is correct, is it not? 

Mr. Strerenroru. That is right. 

Mr. Davis. As such, you were the principal financial and account- 
ing officer of that company, were you not? 

Mr. Srierenroru. That is right. 

Mr. Davis. Do you know how the functions of the treasurer of 
Mississippi Power & Light are defined in the bylaws of that corpora- 
tion? 

Mr. Srrerenrotu. The bylaws of the corporation merely say that 
the officers shall have such duties and powers as are usually associated 
with such offices. 

Mr. Davis. As the secretary-treasurer of Mississippi Power & 
Light, did you have the primary responsibility for keeping the books 
of the company ? 

Mr. Srierenrotu. Yes. 

Mr. Davis. Did you have primary responsibility for seeing that 
tax returns were filed for the company ? 

Mr. Strrerenrorn. Yes. 

Mr. Davis. Did you sign tax returns for the company? 

Mr. Srrerenrorn. I did. 

Mr. Davis. Did you have primary responsibility for the issuance 
of checks for the company ? 

Mr. Srrerenroru. I did. 

Mr. Davis. Did you have responsibility for auditing or analyzing 
or approving financial statements for the company ? 

Mr. Strerenroru. I did. 

Mr. Davis. Did you have any functions and responsibilities in con- 
nection with security issues for the company ? 

Mr. Srierenrorn. I did. 

Mr. Davis. Did you participate in all significant or important 
financial transactions of Mississippi Power & Light from 1937 until 
recently ¢ 

Mr. Srierenroru. I did. 
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Mr. Davis. And you participated as the chief financial and ac- 
counting officer of the company, did you not? 

Mr. Srrerenrotu. That is right. 

Mr. Davis. Are you familiar, or were you thoroughly familiar 
with the ownership of the company, its management, and its financial 
affairs, sir ¢ 

Mr. Srirrenrornu. I have been and am now. 

Mr. Davis. Where is Mississippi Power & Light Co. organized, sir, 
as a corporation / 

Mr. Srierenroru. Mississippi Power & Light Co. is a Florida cor- 
poration, and it was incorporated on October 3, 1927, and it qualified 
to do business in Mississippi on November 8, 1927. 

Mr. Davis. Tlow many classes of common stock does the corpora- 
tion issue ? 

Mr. Stierenrotu. There is one. 

Mr. Davis. Is that voting stock ? 

Mr. Srrerenroru. That is voting stock. 

Mr. Davis. How many shares are there ? 

Mr. SrrerenrorH. 2,600,000 shares. 

Mr. Davis. Issued ? 

Mr. Srrerenroru. 2,600,000 outstanding and issued, and 5 million 
authorized. 

Mr. Davis. Who owns the 2,600,000 shares of common stock that 
have been issued ¢ 

Mr. Srirerenrorn. Middle Southern Utilities, Inc., owns all of the 
common stock of Mississippi Power & Light Co. 

Mr. Davis. Is there any other class of voting stock in the capital 
structure of the company ? 

Mr. Srierenroru. The 44,476 shares of $6 preferred stock which is 
now pending before the Commission, the Securities and Exchange 
Commission, to be called, may vote in all matters, as I recall it, ex- 
cept as to the call of itself. 

Mr. Davis. What are the preferences in that stock issue? 

Mr. Strierenrotu. The preferences of that stock are that they have 
accumulated rights of $6 per year dividends, and $100 per share in 
liquidation in case the corporation was liquidated, and it may be called 
at $110 a share. 

Mr. Davis. Mr. Stietenroth, a few days ago you were fired as sec- 
retary-treasurer of Mississippi Power & Light, were you not? 

Mr. StierenrotH. That is correct. 

Mr. Davis. You are no longer on the payroll of that company; is 
that correct ? 

Mr. Stierenrorn. That is correct. 

Mr. Davis. Were you penalized in any other way, or did you suffer 
any other injury as a result of the severance of your relationship with 
the company ? 

Mr. StierenrotH. Well 

Mr. Davis. Have you lost any other rights besides your pay ? 

Mr. Srierenroru. Well, the company provides for its employees 
some group life insurance, which is term insurance, and I had some 
$35,000 of this term insurance, which means that within 31 days I 
have got to convert it to ordinary insurance, or it is all gone; and the 
cost, at my age, is such that I couldn’t possibly pay for it. 
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Mr. Davis. You said something about pension rights in the state- 
ment which you read to the committee before. Will you tell us what 
you were referring to there, sir? 

“ Mr. Srrerenrorn. Well, the pension will be the hardest thing for 
me to discuss. 

Mr. Davis. Are you all right, Mr. Stietenroth ? 

Mr. Strrerenroru. I will be all right in a moment. 

Mr. Davis. Would you like a recess ? 

Mr. StierenrorH. No; that is all right. 

Mr. Davis. Would you rather I go on to something else? 

Mr. StrerenrotH. No; that is all right. I will be all right in just 
a moment. Let me get my equilibrium. The pension is the hardest 
thing that I have to discuss, because I am not the only one that is 
involved. ‘There is also my wife. 

Now, she has known for probably 2 months that I just couldn’t take 
this any longer, and she said that I was a fool for what I was going 
to do, but she felt that I was entitled to some self-respect and some 
happiness, in that if I determined to do it, to go ahead, we would 
just take it and take it together. And since I have done it, she has 
just been the finest little soldier in the world. 

But, coming back, especially to the pension, I have a letter saying 
that my pension is discontinued. Because I set the pension plan up 
myself, and I know all of the details of it, it means that no further 
pension, of course, will be bought. However, such pension as has 
already been bought with both the company’s money and my money 
can remain with Equitable Life. But I have got about $3,500 of my 
money in it, and I know that before I can get settled down and find 
other employment that I will have to withdraw from that pension plan 
my money; and when that is done, everything that the company has 
put in it reverts back to the company, with the result that such security 
as I had hoped would be there for myself and my wife is gone. 

But I knew that would happen, I intended everything that I have 
done, and I would do it over again if I had to. 

Now I will try to not let this happen to me any more. 

Mr. Davis. Mr. Stietenroth, just before you were fired by Mississippi 
Power & Light, you issued a statement to the press, did you not, sir? 

Mr. Srrerenroru. Yes, sir. 

Mr. Davis. You knew when you issued that statement to the press 
that you would have to pay a heavy penalty ? 

Mr. Srierenroru. I certainly did. 

Mr. Davis. Will you tell the committee, Mr. Stietenroth, what moti- 
vated you to make that break and to issue that statement to the press 
and take the stand that you did? 

Mr. Strrerenrotru. Well, as I have said in that memorandum that 
I prepared, I didn’t expect any money, and I wasn’t looking for any 
power, and I was just, so far as I was personally concerned, tired of 
living a life of hypocrisy ; and insofar as my company was concerned, 
I thought that we ought to be allowed to manage that company down 
there for the joint benefit of all of the folks that I have talked about. 
I knew what it was going to cost me, though. 

Mr. Davis. Were there any other reasons that motivated you in 


making this break ? 
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Mr. Srizrenrorn. I am sure that there were just a lot. of reasons, 
sir, and I am afraid I don’t have my wits about. me at the moment, 
but you just keep right on. 

Mr. Davis. Mr. Stietenroth, you had heard of the Dixon- Yates pro- 
posal, had you not? 

Mr. Stierenrorn. Yes; I had heard of it. 

Mr. Davis. Was that a factor in causing you to issue that statement 
and make that break ? 

Mr. Srrerenrorn. It certainly did. 

Mr. Davis. Will you tell us how, and why, and what motivated 
you? 

Mr. Srrerenroru. Well, I was in New York about a month ago, and 
I saw in the offices of Middle South Utilities a stack of printed forms, 
and just out of idle curiosity I picked them up, and I found that I had 
in my hand a printed copy of a contract that was related to the AEC- 
Memphis-West Memphis generating station. 

I also had a loan agreement in respect of moneys to be put up by 
Metropolitan Life Insurance Co., and I also had a form now, and you 
will understand, that related to some bank loans. 

There was at the same spot a reprint of Senator Fulbright’s state- 
ment in the Senate in respect of that matter. 

So I just picked the papers up, and they were just printed and 
many copies of them laying there, and I read Senator Fulbright’s 
statement, and then I read the contract in the light of Senator Ful- 
bright’s statement. And I formed a certain opinion in respect of that 
matter, one of which, as I recall it, Senator Fulbright in making his 
statement before the Senate said that he was a Senator from Arkansas, 
and therefore he had a very special reason for wanting that plant in 
Arkansas, and he didn’t make any bones about it, and I thor oughly 
agreed with what he did. He called attention to the fact that cer- 
tain taxes would be paid to the State of Arkansas, or its counties or 
municipalities, and I don’t remember the details, but it seemed to’ me 
like it was $1,900,000. And that there were matters of principle, 
also, why he considered that the so-called Dixon- Yates contract should 
be entered into. 

So I took the several principles that he outlined in his talk, and I 
read the contract in the light of these principles. One, he said that 
if AEC needed another $107 million, then it would be necessary in 
all probability to increase the national debt. My reaction to that 
was that whatever AEC is doing is for all of the people of the tahole 
United States, and that. therefore if the national debt has to be in- 
creased to protect all of us, then just increase it. That was my reaction 
to that. 

Then the next thing that flowed through Senator Fulbright’s state- 
ment—and I hope everybody understands that it is with the utmost 
respect that I am making these statements, just my personal analysis 
of what. was said in the United States Congress—the next thing that 
flowed through the Senator’s statement seemed to be an implication 
that there was some way that there might be a huge loss, and that 
therefore he didn’t want to burden that loss upon the Government 
and the people, and that therefore we would put it on private 
enterprise. 

I believe that that flowed through the Senator’s statement. 
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I considered the contract and what I knew about it, in the light of 
that, and when I observed that there was, as I recall, a $40 million floor 
in the contract, by which I mean that if the West Memphis generating 
station never grinds out 1 kilowatt-hour then AEC owes the Memphis 
Generating Co. or the Dixon- Yates $40 million. 

So with that I didn’t quite see why there should be flowing through 
the Senator’s talk any particular fear that there was anything going 
to be lost. 

Then it dawned on me that here I am, a policyholder of Metropoli- 
tan Life Insurance Co., and 1 am a citizen of the United States, and 
now this large insurance company and these banks have 95 percent 
of all the money in the Dixon- Yates contract, or the Dixon- Yates 
plant. 

Now, from my own viewpoint it seems to me it would be fairer, 
first, if there is any losses to be had or done, to put it on all of the 

people of the United States because they were going to get the bene- 
it. However, my own viewpoint is that there is not a ghost of a 
chance that there is going to be any loss from it, and I cite as one 
justification for reaching that conclusion that I don’t believe that any- 
body would be so naive as to think that the Metropolitan Life Insur- 
ance Co., and these banks, would come in for 95 percent of this money, 
if there was any chance whatsoever of losing anything on it. 

Now, then, that was sort of general. Then it came down to the 
situation as it related to Mississippi Power & Light Co., where my 
interest truly is. I saw a statement that was prepared and made a 
part of a Georgia Power Co. prospectus, or registration statement to 
be more particular, that was filed with the SEC in connection ne 
the refunding of some 400,000 shares of $6 perferred stock, and in tha 
statement there was a disclosure that these operating companies couk 
be substituted for the holding companies. By that I mean that, ac- 
cording to the contract as it was drawn, as I have seen it, and got it, 
instead of the Southern Co. coming in as contracting parties, there 
is substituted directly their Georgia Power Co., Mississippi Power Co., 
and, I think, the Florida Power Co., or Florida Power Corp. I don’t 
remember exactly which it is. 

Now, on the Dixon side there is the signature or place for a signa- 
ture of the Middle South Utilities, Inc. Now, what frightened me 
about the matter was this: Middle South Utilities has participated in 
the Joppa plant contracted by Electrie Energy, Inc. They are par- 
ticipants. While I cannot give you the det ails, I can tell you this, that 
they assumed certain liabilities under their contract in connection 
with the Joppa plant, and they turned around and assigned those 

rights and liabilities to all of the subsidiaries, maybe, and surely to 
Mississippi Power & Light Co. As to that I can’t tell you the details. 

Now, what appeared to me as to the Dixon-Yates thing and as it 
affected me and my people directly, was this: First, I don’t see how 
there could be any loss on it, from my analysis of it, and believing 
that Metropolitan and these banks are putting 95 percent of the 
money, and they know what they are doing. But it had this potenti- 
ality: If it turned out to be a profitable investment, and if you color 
that a little bit, a gold mine, then Middle South could keep that for 
themselves. But if it turned out to be a white elephant, and there 
was no potential loss involved in it, then I know this, that they could 
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have suggested to these several operating companies that they step 
in and take up the liabilities under the contract, and thus pass it on 
to the ratepayers in the States of Arkansas, Louisiana, and Missis- 
sippi. That is my personal analysis of it. And it frightened me. 

Mr. Davis. And you were deeply concerned about this, and is it 
your testimony, sir, that this is one of the motivating factors that 
led you to issue your statement to the press a few days ago? 

Mr. Stierenrotn. Well, actually, I want everybody to know that 
I never intended to make that statement. It was one of my motivating 
reasons to try to negotiate with our president and then our chairman 
of the board and then our board of directors, that let us run this com- 
pany, in the interest of Mississippi, but not excluding, of course, the 
common stockholder, which I know has an investment in our business, 
and he is entitled to rights, too. 

Mr. Davis. Mr. Stietenroth, do you believe in the principles of the 
free-enterprise system ? 

Mr. Srierenroru. Yes, sir. 

Mr. Davis. You are not opposed to the profit system ? 

Mr. SrrerenrorH. No, sir. 

Mr. Davis. You believe in private enterprise, do you not? 

Mr. Strerenroru. I believe in private enterprise and I believe in 
the profit system, and the only thing that grinds me and gets me wrong 
is abuses, and it is not the profit system but it is the abuse of the profit 
system that I am opposed to. 

Mr. Davis. Do you believe in the principles of the larger risk, the 
larger profit, and the smaller risk, the smaller profit? 

Mr. Strerenroru. Yes; I think that is appropriate. 

Mr. Davis. Is it your testimony that, in your opinion, there was no 
risk involved in. the Dixon-Yates contract or the proposed Dixon- 
Yates contract? 

Mr. Stierenroru. I certainly can’t see any, and I have read it; and, 
of course, if you insure that plant, instance, against fire and windstorm 
and tornado and lightning, and everything under the sun, and all of 
which is paid for out of part of the cost of operating, why, then, you 
can just eliminate that possibility. Now, if you have a treaty with 
whoever it is that we are building atomic bombs against, or for, why, 
then, potentially the plant would not be loaded up, but with this $40 
million floor under the thing, I don’t see how that could ever produce 
a loss, and then with the potential assignment to the operating com- 
panies, it just appears to me that it is just simply a perfect transaction 
so far as risk is concerned. 

Mr. Davis. In the light of that testimony, would you say that the 
returns guaranteed by the contract would be somewhat excessive ? 

Mr. StierenrorH. I believe in view of the AEC contract that money 
could have been secured directly by a generating company at a lesser 
cost than 9 percent; yes, sir. 

Mr. Davis. Do you think 9 percent is perhaps an excessive return 
where the risk is perhaps minimal or nonexistent; is that correct? 

Mr. Srierenroru. I have said that I believe that the money could 
have been secured in the market at a lesser cost than 9 percent. 

Mr. Davis. You say, Mr. Stietenroth, that you saw a draft of this 
proposed contract in New York about a month ago; is that right? 

Mr. StrerenrorH. That is right. 
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Mr. Davis. Are you aware, sir, that no draft of that contract has 
been made public, at least to my knowledge? 

Mr. Stierenroru. That is what I have heard through the press. 

Mr. Davis. Do you believe that. there should be a full disclosure 
and all negotiations of such contracts between the Government and 
private enterprise . 

Mr. Stietenrornu. I think that a thing of this magnitude involving 
all of the people of the whole United States ought to be right square 
up on top of the table; I certainly do. 

Mr. Davis. You say that you saw some reference to the Metropolli- 
tan Life Insurance Co. in connection with this? 

Mr. Srierenroru. Yes, sir. 

Mr. Davis. Will you tell us what the connection of the Metropoli- 
tan Life Insurance Co. is? I frankly have not heard the name men- 
tioned before in connection with the Dixon-Yates contract. 

Mr. Strerenroru. I don’t remember the name of the banks. It is 
probably in those documents. But I read so many things I don’t 
remember the names. I do remember seeing that the principal par- 
ticipant in the 95 percent pot of the capital was Metropolitan. What 
that means is this. There is going to be borrowed money to the tune 
of 95 percent of the total cost ‘of the plant. Then there will be equity 
money in the form of common stock as I understood it to the extent of 
5 percent, Of this 5 percent, Middle South Utility is to have 80 per- 
cent. So they will actually have in the business something like $4 
million, or a little more, and the Southern Co. will have the difference 
of about a million, one or two. I don’t remember the exact figures. 

Then that is the only equity money in it. The equity money as I 
recall is $514 million, split between Middle South and Southern Co. 
Then the rest is to be in the form of, I think—I know it is in the 
form of a mortgage. My recollection is from the papers I saw that 
it suggests to me that an agreement has been reached with Metropoli- 
tan to purchase most of the money. However, part of it is to be fur- 
nished by some of the banks. 

Mr. Davis. As I understand it, you testified that the draft you saw, 
the contract was to be signed by Middle South Utilities on its own 
behalf. 

Mr. Srizrenroru. That is right. 

Mr. Davis. And Middle South Utilities in that contract has a right 
to subsittute if, as you say, the contract does not turn out to be a 
lucrative or profitable one, its own operating companies. 

Mr. Srierenroru. That is my interpretation. That statement is 
made directly by Georgia Power Co. in a prospectus. 

Mr. Davis. Let me ask you this, sir. Mississippi, then, would not 
at least insofar as you know, and on the basis of the draft of the con- 
tract which you saw, be a direct signatory to this contract. 

Mr. Srierenrotnu. No, sir. 

Mr. Davis. Has any effort been made to get Mississippi Power & 
Light Co. to spend some money to propagandize for the passage or the 
signature or the execution of the Dixon- Yates contract ? 

Mr. Stierenroru. Of course, being in the system, the matter has 
been under continuous discussion down home for some months. The 
company has taken Senator Fulbright’s discussion before the Senate, 
and they have excerpted it and furnished it to the employees, and I 
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think a long list of other people, and they have prepared a brochure 
that says why it is a good idea, that is, the Dixon- Yates contract is 
a good idea 

Additionally, this discussion occurred at one of our board meetings. 
Mr. William T. Wynn, a director of Mississippi Power & Light Co., 
and a director of the Middle South Utilities Corp. had made the pro- 
posal. Of course, it is not on any direct down there. He made the 
proposal that either the company or the group should establish a fund 
of $125,000 to buy advertising space in the Memphis Commercial 
Appeal and in the Memphis papers to tell the people the truth about 
the Dixon- Yates deal, in view of the fact that the Commercial Appeal, 
as everyone knows, has been antagonistic toward the plan. 

Mr. Davis. Do you think Mississippi Power & Light had any direct 
interest in telling the truth about the contract, as you put it, or as Mr. 
Wynn put it, in spending $125,000 for that purpose? I believe you 
told me that was the amount suggested. 

Mr. Srrerenroru. We are so much a part of Middle South down 
there that whatever is to their interest our off.cers see very plainly 
that it is also to our interest. 

Mr. Davis. Did you mean that sarcastically, sir? 

Mr. Srierenrorn. No, sir; I didn’t mean it sarcastically. What I 
mean is just this: If Mr. Dixon wants to have a steam plant in West 
Memphis, then it is just proper and appropriate that we should do 
whatever we can do to cooperate with the plan. 

Mr. Davis. Is there any possibility that the board of directors 
might disagree with Mr. Dixon and vote against his proposal in such 
matter ¢ 

Mr. Srierenroru. I don’t think so; no, sir. 

Mr. Davis. Would the board of directors have freedom of action 
to exercise their own independent judgment as to what would be best 
for Mississippi Power & Light in such a situation ? 

Mr. Strerenrorn. Legally, of course, our board of directors has the 
power to vote as they see fit, but practically—I was a director, you 
know—we vote the proper way. 

Mr. Davis. The proper way, you say ? 

Mr. Strerenroru. Yes. 

Mr. Davis. What is the proper way, sir? 

Mr. Srrerenrorn. The proper way is whatever is for the interest 
of the holding company and is suggested to us as being desirable by 
the holding company. Then such resolutions, when presented to our 
board of directors, one has never gotten anything but unanimously 
adopted. 

Mr. Davis. Do you recall any instance when any suggestions from 
Middle South Utilities or the holding company were disregarded or 
overruled or disagreed with ? 

Mr. Srierenroru. By the board of directors? 

Mr. Davis. Yes, sir. 

Mr. Srrerenrorn. No, sir. 

Mr. Davis. From 1937 when you became the principal financial 
officer, to the time you were fired the other day ? 

Mr. Strerenrorn. No, sir; I never heard of any. 

Mr. Davis. Not one single instance? 

Mr. Strerenrorn. No, sir. I don’t think that I ever heard of any. 
Certainly none that ever went on any record down there. Our board 
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- if directors led by Mr. Wynn—that is, he was doing the talking be- 
” > cause he is more familiar with it, being a director of Middle South 


himself—was somewhat in disagreement with the board of directors 
of Middle South and Mr. Dixon, and there was discussion wherein 
‘ ; they thought that Mr. Dixon and Middle South were not putting their 
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‘ ‘ est foot forward, and the *y ought to move into Mississippi and in the 
. rea, and tell the people about this Dixon-Yates transaction, and that 
; hey ought to do it more aggressively than apparently the board of 

g lirectors of Middle South were doing, or Mr. Dixon, whoever it is 
t 3 hat fixes such policies. But that might be said a sort of disagree- 


ment, but it was saying “You ain’t doing enough.’ 

Mr. Davis. Did Mr. Wynn suggest how much should be spent for 
hat purpose ? 

Mr. Strerenroru. Mr. Wynn at one of our board meetings made a 
tatement that he thought that it was desirable to let a fund of $125,000 
be created for the purpose of buying space in the Memphis papers to 
propagandize the Dixon-Yates matter. 

Mr. Davis. You say, Mr. Stietenroth, that you participated in a 
umber of discussions about the Dixon- Yates matter. Did you par- 
ticipate in the New York offices of Mr. Dixon or the Middle South 
Utilities Co.? Did you hear any comments made about the prospects 

f the Dixon- Yates contract ? 

Mr. Srierenrotu. Yes, I did. 

Mr. Davis. Will you tell us about it? 

Mr. Stierenrotu. I had been following the discussion in the Senate, 
ind I was quite interested in the progress that was being made in the 
Dixon-Yates matter and when I got up to New York about a month 
ago, I made inquiry as to what the situation was. Mr. Dixon was not 
there. If he had been, I probably would not have seen him. But I did 
talk to Mr. Paul Hallingby, who is Mr. Dixon’s assistant. I asked 
him, What is the situation? So he came back and he said, “Well, it 
looks all right. It is on the rails.” I came back to Paul and I said, 
“Well, being on the rails, it could go in either direction.” I said, 
‘What do you mean by being on the rails?” He volunteered something 
about like this—I don’t intend to quote but it is close to a quote—“It is 
on the rails and the rails are greased.” 

Mr. Davis. And the rails are greased ? 

Mr. Srrerenrora. Greased. 

Mr. Davis. What do you think he meant by that, Mr. Stietenroth ? 

Mr. Strerenroru. In the light of our discussion and what I under- 
stood him to mean, and what I sine erely believe that he was telling me, 
was that it was just a matter of time before whoever it is that has to 
give their approval would give their approval, and that the Dixon- 
Yates contract would be executed by whatever governmental agency it 
is supposed to be signed by. 

Senator Butter. Is not that normal after the Congress passed an 
act authorizing it? 

Chairman Lancer. Proceed. 

Mr. Davis. Would you say there was any shadow of doubt in their 
minds at all, despite the public controversy that had been stirred up, 
and the fact that this contract had not yet. been signed, and made 
: public or approved by any congressional committee ? 

Mr. Srrerenrorn. You are asking me about them now, and your 
question is too broad. 
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Mr. Davis. Let me narrow it for you, sir. I am referring to your 
opinion as to the viewpoint held by the officers of Middle South Utili- 
ties, Inc. Would you say that there was any undue skepticism in their 
minds about the possibility of this contract being finally executed ? 

Mr. Srrerenroru. When I was there, Mr. Dixon and Mr. Panl 
Canaday were not in New York. I understood they were down in 
Washington. My conversations were with Mr. Hallingby and Mr. 
Sanders, who is secretary-treasurer of the company. 

Mr. Davis. Mr. Sanders? 

Mr. Strerenrorn. Yes, Mr. Sanders. This conversation that I have 
told you about was with Mr. Hallingby. But the whole atmosphere 
I was living in up there when I was up there for a couple of weeks was 
that in the appointed time the contract would be forthcoming. I 
can’t get any more positive than that. 

Mr. Davis. We have discussed at some length your motivation in 
issuing the statement to the press that you would be fired. Do you 
have a copy of that statement with you, sir? 

Mr. Srirrenrotn. My No. 1 statement? 

Mr. Davis. Your No. 1 statement. 

Mr. Srrerenrorn. Yes; I have. 

Mr. Davis. Are the statements contained in there true? 

Mr. StrerenrotH. Yes; they are true. 

Mr. Davis. In every detail? 

Mr. Srierenroru. In every detail. 

Mr. Davis. You realize, sir, that you are under oath. 

Mr. Srierenrorn. I certainly do. 

Mr. Davis. What was the date of that statement, sir? 

Mr. Srierenroru. This statement was handed to the press on Sun- 
day, September 19, 1954, after I had spent the whole day with Mr. 
R. B. Wilson, president of the Mississippi Power & Light Co., in the 
office of and in the presence of Mr. Garner Green, general counsel of 
Mississippi Power & Light Co., and told them just everything that I 
could think of that I had on my mind over a period of hours on end. 

Mr. Davis. May I interrupt you fora moment? This statement was 
issued, I understand, on Sunday, September 19? 

Mr. Strerentornu. That is right. 

Mr. Davis. Is it correct that the conversation you had with Mr. 
Wilson, president of Mississippi Power & Light and Mr. Garner 
Green, its counsel, took place on Friday the 17th? 

Mr. Strerenroru. That is correct. 

Mr. Davis. Will you tell us about that conversation on Friday the 
17th of September in as much detail as you can? 

Mr. Srirerenrotu. That will take hours now. 

_ Mr. Davis. Well, in some detail. Tell us what happened generally, 
sir. 

Mr. Srierenrorn. In general I called attention of Mr. Wilson to 
the several things that spelled domination to me. I called his atten- 
tion to the things that I thought were wrong, that our board of direc- 
tors and our officers just ought to take hold of our company and run it. 
I want you to know that I never intended to issue that statement. 
What I intended to do was to persuade Mr. Wilson to see this view 
that I had, and that I had commitied myself to, and that I had been 
talking to people in the general office for the last several weeks, 
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: There were only 1 or 2 pons I think in the company that were sur- 
1? prised when I came out, and that was Mr. Wilson and Mr. Brown. 
nl I had talked to so many of them and told them—people that know 
in enough about the company, not all—I had told them enough to 
r bridge in what they had already knew. I had spent from 2 to 3 hours 
; with a great many people telling them in due course that I was going 
to take a position with respect to this matter and that in all prob- 
re ability I would be fired for my trouble. ; 
. ; Each of my friends said to me, “You are a fool, but I admire you 
s : for the stand you are taking.” 
I But coming back to your specific question, I talked to Mr. Wilson in 
great detail. I have some things here, sir, that is, a memorandum, 
1 that I could talk from for hours. } 
' Let me tell you this. He was told this. 


Mr. Davis. Told by you? 

Mr. Srierenrorn. Yes; told by me. I told Mr. Wilson that there 
was no way to stop me except to fire me; that I had committed myself 
to this proposition ; that I was going to try to the persuasion route to get 
all of us to take a bold front on this thing, and to return the control 
of this company back to its proper officers. 

I told him that I knew that I had stuck my neck out, and that there 
are many devices to take care of recalcitrant people, one of which is 
retirement on the payroll, which I could have easily done. An- 
other one is to isolate them within the company. I said, “None of 
those things are going to work, Baxter, because I know every device 
; that has ever been used. Either you are going to agree with me or 

you are going to have to fire me, one or the other. There is no middle 
ground.” 
I just went over by the hour the things that caused me to take that 
position. 
Is that enough? 
Mr. Davis. Yes. Did you have subsequent meetings with any em- 
ployees or officers of the corporation before you issued your statement ? 
Mr. Strerenrotru. Yes; I did. I spent the whole day Friday with 
Mr. Wilson and Mr. Green, and then on Saturday along about 11 
o'clock at night I had a phone call. I was sound asleep. It was Mr. 
W. I. Hill, who is one of the assistant treasurers. He said, “Will 
you come down to the office? Some of your friends are here and we 
would like to talk to you.” I said, “Surely I will come down.” 
I knew that all of them had known what I was going to do, and I 
thought I was about to walk into a rally. But instead of that, when 
I got down there, Mr. Hill, who had been the most conservative of 
all the people that I talked to because he had told me from the very 
beginning you can’t win—you just can’t win, so what you are go- 
ing to do is get yourself fired. 
; Mr. Davis. He said you can’t win and you will get yourself fired ? 
; Mr. Srrerenrotu. Yes. 

Mr. Davis. Would you regard that as a kind of implied threat, sir? 

Mr. Stierenrornu. If it had come from the board of directors or 
from the president of the company, I would have considered it an 
: implied threat. But I thought at that time that it was just coming 
; from one of the many people that I had talked to and told what I 
\ was going to do anyway. He was the spokesman when I went in. 
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As I recall it, there was about eight people there. They said that 
they had been sitting there and discussing the matter. They knew 
I had been to Mr. Wilson on Friday, because I told them in general 
what I had said. They knew that I had committed myself to a pro- 
gram that I just had no more intention of backing up from than 
anything. 

So Mr. Hill was the spokesman for the group, with about eight of 
them there, and he said this: “We have been sitting here and talking 
for a couple of hours, and we have reached a common conclusion, and 
that is, you cannot win and for God’s sake back up, because you are 
going to get yourself fired, and we are used to you in the organi- 
zation, we depend on you, and you are just one of us, and we don’t 
want this to happen to you.” 

When Mr. Hill told me that, I said to all of them, “It is so simple 
in my situation I don’t have to make any decision, because I have 
already burned my bridges behind me. There is only one direction 
for me to go, and that is forward with my plan.” That if perchance 
I was going to do anything else at all, I would just simply put on 
my hat and start walking and never come back, and that regardless 
of how impossible that it appeared to be to break this stranglehold 
that these people have on all of us down there, that I was going to 
try it just regardless. 

When they left the room, I think they reiterated, “Well, that is 
about the most foolish thing I ever heard a grown man say,” but I 
said this in the form of a question, “If they grind me into the dirt, 
will I still have your respect,” and every one of them said, “You will 
have my respect no matter what happens to you.” 

Mr. Davis. The company was fully aware of your feelings and your 
ideas before you issued the statement ? 

Mr. Srierenrotu. Yes, sir. I think that Mr. Hill had been asked 
to organize this effort—this is a thought now—to get me to back up. 

Mr. Davis. You think it was an attempt to call you off, sir? 

Mr. Srrerenrorn. Yes, sir; I think so. 

Mr. Davis. Can you tell us who was present at that meeting besides 
Mr. William Hill? 

Mr. Srierenroru. Mr. W. I. Hill was there. He is an assistant 
treasurer and assistant secretary. Mr. W. R. Casper was there. He 
is an assistant secretary and assistant treasurer. Mr. G. L. Golson 
was there. He is the traveling auditor. Mr. W. R. Rader was there, 
who works in our ad valorem section. Mr. C. L. Colson was there, 
who works right outside of my door on specialized matters. Mr. C. B. 
Roper was there, who is in charge of our machine accounting depart- 
ment. That is all I can think of at the moment. 

Mr. Davis. All right. That was Saturday night, September 18, is 
that correct ? 

Mr. Strerenrorn. That was Saturday night, September 18; yes, sir. 

Mr. Davis. On Sunday, September 19, I believe you issued a state- 
ment to the press. 

Mr. Srierenrornu. Yes, sir. 

Mr. Davis. And that statement appeared in the public press on 
Monday morning, the 20th; is that correct? 

“Ir. SrierenrotH. Yes, sir. 

Mr. Davis. Do you have that statement with you? 

Mr. Strerenroru. Yes, sir. 








hat 
1eW 
ra] 
ro- 
lan 


Sse eee 


+ eNO Re ote 


Rate, 


POWER POLICY—DIXON-YATES CONTRACT 211 


Mr. Davis. Mr. Chairman, may we have it marked for identifica- 
tion and made part of the record ¢ 

Chairman Lancer. It will be marked and made a part of the record. 

Mr. Davis. I think this ought to be read into the record, Mr. Chair- 
man. Would you like to read.this statement, sir? 

Mr. Srrerenrornu. I made it. I would rather read it. It is mine. 
Yes; I would rather read it myself. 

Mr. Davis. Will you read it to us? 

Mr. Srierenroru. This is my statement, and I think it is exactly 
what I handed in. I don’t have my exact notes, but it sounds exactly 
like what I said, and I adopt it as my statement. 

(The document referred to follows :) 


EXHIBIT 3 


The officers and directors of Mississippi Power & Light Co., as to all funda- 
mental and important policies, have always been dominated by certain persons 
who are sometimes referred to as “Wall Street.” 

At the present time the control is lodged in Middle South Utilities, Inc. (Edgar 
H. Dixon, president), 2 Rector Street, New York; Ebasco Services, Inc., 2 Rector 
Street, New York (subsidiary of Electric Bond & Share Co.), and Messrs. Reid 
and Priest, attorneys, 2 Rector Street, New York. 

Not a single principal officer or director of Mississippi Power & Light Co. is 
permitted to exercise the full powers and prerogatives or perform the duties of 
his office, in that said persons, sometimes referred to as ‘‘Wall Street,” exercises 
absolute veto power over the actions of the officers and directors of Mississippi 
Power & Light Co.; they also exercise the power to coercively “suggest” courses 
of action—always favorable to themselves—to be followed by the officers and 
directors of Mississippi Power & Light Co. In short, we cannot call our soul 
our own. 

Mr. Alf Stone, chairman of the State tax commission, without his knowledge 
or consent, was once elected a director of Mississippi Power & Light Co. and 
refused to serve because he “did not want to be a dummy director.” 

I am proposing to the officers and the directors of Mississippi Power & Light 
Co. that we combine together and, with the help of God, the members of the 
organization, and the people of Mississippi, that we plead with said persons, 
sometimes referred to as “Wall Street” to permit us to exercise the powers and 
prerogatives and perform the duties of our respective offices and that, if said 
permission is not granted, we stand together and insist upon the right to do so, 
even if they discharge each and every one of us. 

Additionally, I am proposing to the officers and the directors of Mississippi 
Power & Light Co. that we insist upon the right of proper accounting and actiig 
together, that they refuse to accept and act upon “any coercive suggestion” to 
record any improper entry in the company’s accounts. 

Il am appeaiiug to the members of our orgunization, our customers, our 
Governor, our legislature, all other Government officials, and all the people cf 
Mississippi to support us in our effort to capture the powers and prerogatives 
of our offices from those persons who have usurped them and I pledge for my- 
self that, to the best of my ability, I shall administer my office so that justice 
shall be done tor our customers, employees, in,estors, and our Government and 
that all concessions and favors to those persons who are sometimes called Wall 
Street shall cease. 

This is my proposal and I pledge my support to it so long as I am an officer 
of the Mississippi Power & Light Co., which in all probability will not be for 
long. I know that those persons who are in control of Mississippi Power & 
Light Co. will look upon my action as being treasonous since so fur as I know 
there has never been anyone who dared to challenge the right of said Wall 
Street, to manage Mississippi Power & Light Co. in large measure for their 
exclusive benefit. 

Thus it is perfectly clear to me that they will undertake to crush me and with 
all the money that the people of Mississippi have poured into them through 
electric rates, they have tremendous power and will likely succeed in crushiug 
me, 

However, I truly believe I would be better off dead and buried thar to cc: e 
my struggle which has been going on forr many years to prevent my complete 
enslavement. 
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Mississippi Power & Light Co. has at least 2 sets of books, 1 of which is the 
regular corporate books which are kept in Jackson, Miss., and the other is the 
taxbooks, which are kept by Ebasco Services, Inc., 2 Rector Street, New York. 

Mississippi Power & Light Co. does not now and it never has in its entire 
history since 1927 prepared its own income-tax return. As a matter of fact 
Mississippi Power & Light Co. not only has never been permitted to employ com- 
petent persons to handle its income-tax work but even if it had competent people 
to do the work it would be absolutely impossible for us to prepare our income-tax 
returns because we have never been able to get the taxbooks away from Ebasco 
Services, Inc., or Electric Bond & Share Co. 

The utility business in the States of Arkansas, Louisiana, and Mississippi 
(called the Middle South system) represents a colonial empire to a certain group 
of Wall Streeters. Their attitude toward any person who dares to challenge 
their right to exploit and enslave the people of “their” colonial empire is bound 
to be similar to that of King George III, and any such person must be completely 
crushed. 

There are millions of dollars involved in these matters. If Wall Street con- 
tinues in absolute control of Mississippi Power & Light Co. and the other utilities 
operating in this three-State area they will continue to explain and will finally 
enslave the people of their colonial empire. 

I hope the people of the States of Arkansas, Louisiana, and Mississippi, includ- 
ing officers, directors, and employees of all the utilities in the area and all gov- 
ernmental authorities who are charged with the responsibility of protecting the 
people from exploitation and enslavement and all the people of the entire United 
States approve of what I am doing and will tell me so. 

The people of Mississippi can have their electric rates reduced millions of 
dollars per year and Mississippi Power & Light Co. can still pay 9 percent per 
annum dividends on the common stock, and continue to operate extravagantly. 
The electric rates of Mississippi Power Co. which operates in the southeastern 
part of Mississippi from about Highway 80 to the coast, are much less than the 
electric rates of Mississippi Power & Light Co. 

In fact, if the Mississippi Power Co. rates were in effect in the western half 
of Mississippi the people would save $2 million to $3 million a year and still 
Mississippi Power & Light Co. could pay high dividends to Wall Street. 

I shall have much more to say on the subject of electric rates. I shall talk 
about electric rates in Louisiana, including New Orleans, and in Arkansas where 
in the last 2 or 3 months Wall Street has forced Arkansas Power & Light Co. to 
increase its electric rates by nearly $4 million per year, although A. P. & L. has 
been regularly paying Wall Street high dividends. Hard to believe but it’s true. 

Now a personal note to my many friends and associates in the Mississippi 
Power & Light Co. organization. There are about 1,000 of us and we represent 
a strong force for good, but we must stick together. We have a fine company 
and we can do great things for the people of Mississippi, our investors, and 
ourselves if we can just throw off the yoke of Wall Street. It is a goal worth 
fighting for. 


Mr. Davis. Is that the end of your statement, sir? 

Mr. Strerenrotn. Yes, sir. 

Mr. Davis. Mr. Chairman, I have many more questions about this 
statement, and I would like to discuss in detail the domination by 
Wall Street discussed by the witness. I think it would be an appro- 
priate time perhaps to recess until the morning. 

Chairman Lancer. Does that suit you, Mr. Kefauver? 

Senator Keravver. It suits me all right, Mr. Chairman. I sug- 
gest we start fairly early in the morning, because there is a consider- 
able amount of testimony that is going to have to be taken. 

Chairman Lancer. How would 9: 30 suit you? 

Senator Keravver. It would be all right. 

(Thereupon at 4:40 p. m., a recess was taken until Wednesday, 
September 29, 1954, at 9: 30 a. m.) 








h is the 


‘r is the 
w York, 


S entirs 
of fact 
oy com- 
t people 
ome-tax 
Ebasco 


Sissippi 
n group 
allenge 
s bound 
pletely 


et con- 
itilities 
finally 


includ- 
ull gov- 
ing the 
United 


ions of 
ent per 
gantly. 
astern 
an the 


issippi 
resent 
npany 
3, and 
worth 


this 
n by 
ypro- 


sug- 


ider- 


day, 


“ea 


I a cn 





POWER POLICY 





WEDNESDAY, SEPTEMBER 29, 1954 


UNITep Strates SENATE, 
SuBCOMMITTEE ON MONOPOLY AND ANTITRUST 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 


The subcommittee met at 9:30 a. m., pursuant to recess, in room 
494, Senate Office Building, Senator William Langer (chairman) 
presiding. 

Present: Senators Langer (presiding) and Kefauver. 

Present also: Senator Butler. 

Present also: Mr. Sidney Davis, counsel to the subcommittee. 

The Cuatrman. The meeting will come to order. 

Since our meeting adjourned yesterday, this committee especially 
and the country at large has suffered a terrific loss in the death of 
Senator Pat McCarran. For many years he was chairman of this 
committee, and he was a member of it from the time he came into the 
Senate, approximately for 20 years. He was thoroughly competent, 
very able, and very efficient, and one of the outstanding members of 
this committee. In my opinion this committee has suffered an irrepa- 
rable loss because of the fact that no member of this committee was 
better informed or more capable and knew more about the inner 
workings than Senator McCarran. 

Personally, I regret his loss very much and I regret that our com- 
mitments make it impossible for us to go to the funeral, which I as- 
sume will take place in 2 or 3 days, but I am asking that the staff 
prepare suitable resolutions to be sent to his wife and to his family 
expressing the heartfelt sympathy of this committee. 

I think Senator Kefauver joins me in that expression and expresses 
the sorrow of the committee, and I am sure when the committee as a 
whole meets we will be passing resolutions in which every member of 
this committee will sincerely join. 

I repeat, the country has certainly suffered a terrific loss. 

Senator Kreravuver. I would like to join the chairman in expressing 
my sorrow over the death of Senator McCarran and paying respect to 
his life and to his public service. It is difficult to think of the Judici- 
ary Committee of the Senate without thinking about Senator McCar- 
ran, who was such an important member for so long a time. 

The Cuarrman. Now, I want everybody here today to know that I 
want to repeat the statement that I made several months ago relative 
to this investigation. Ever since this investigation started, I made 
it very plain that anyone who wants to appear before this committce 
at any time to testify, all they have to do is to notify me as chairman, 
and let me know that they want to appear. 
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An invitation has been open to Mr. Dixon and Mr. Yates and to 
their attorneys, or anyone else. 

This committee is interested in getting at the facts and the truth 
about monopolies, dealing with public power, or Federal power, or 
any other kind of power, “and we are going to proceed in an orderly 
manner, and we have witnesses here and we are going to hear them. 
And anyone who wants to be a witness, all they have to do is to notify 
the chairman, a fact which I stated time and time again, and which 
1 stated and was stated by Mr. Kefauver months ago, and which was 
repeated by members of this committee. If anyone wants to appear 
and testify, all they have to do is notify the chairman and proper 
arrangements will be made. 

You may proceed. 

Senator Kerauver. In that connection, I think it should also be 
pointed out, Mr. Chairman, that after the committee had its hearing 
about 2 months ago, or at the time of the hearing, Mr. Dixon and Mr. 
Yates were here and they were specifically invited to come in and 
testify, during th: at week or any time that they wanted to come. As 
far as I know they have not made any application to testify. 

Mr. Danie. James. In that connection I think it ought to be pointed 
out that they were subpenaed and then excluded from the hearing. 
That is the fact. 

Mr. Davis. May I state for the record that I think Mr. James is in 
error. Documents were subpenaed, and they were notified by tele- 
gram that the original subpenas calling for personal appearance were 
incorrect and that their personal appearance would be dispensed with. 

Mr. James. That telegram caught up with them after they were in 
Washington in response to the subpena. 

Mr. Davis. Mr. James, those telegrams were sent out on Monday, 
and the subpenas were sent out on the Saturday, 2 days earlier, and 
the hearing was not held until Wednesday. I would like to say that 
I was available at all times for telephonic communications and I was 
in communication with the attorneys for some of the utilities involved. 

Senator Keravuver. Mr. Chairman, Mr. James was present at the 
hearing and sat in on the hearing. And then Mr. Dixon and Mr. 
Yates came in and the chairman specific: ally told them that they could 
testify that week or the following week. I remember that very 
clearly, and I am sure the record will show that. 

Mr. Davis. I extended a similar invitation to some of the attorneys 
subsequently, when I had conversations with them, or some of the 
officers, and made it clear that at any time they wanted to come in, the 
committee would be glad to hear them. 

That offer is still open. 

Senator Kerauver. Mr. Chairman, at the time of the original hear- 
ing on this matter, a resolution was presented pointing out certain 
monopoly aspects and the lack of competition in the bidding on this 
steam plant, and asking the Atomic Energy Commission to hold up 
the signing of the contract until the committee could go into the matter 
further. 

As far as I know, we have had no response from that resolution. 
And in view of this further testimony, showing the very important 
nature of it, we had yesterday, I would like to move that the Atomic 
Energy Commission be given a copy of this testimony and that it again 
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be asked to hold up the signing of this contract until this committee 
can finish its investigation and make its report. 

The Cuarrman. Senator Kefauver, I certainly agree with you. 

Senator Kerauver. I place that in the form of a formal motion, 
Mr. Chairman. 

The Cuairman. The motion is unanimously passed. 

We will proceed, Mr. Davis. 

Senator Kerrauver. Will the clerk of the committee take care of 
that ? 

The CuarrMan. He will. 

Mr. Davis. Mr, Chairman, at the conclusion of yesterday’s hearing, 
Mr. J. D. Stietenroth was on our witness stand, and we had not com- 
pleted his testimony. 1 would like to continue with Mr. Stientenroth’s 
testimony today. However, before we continue with Mr. Stieten- 
roth’s testimony, I should like to note that a witness from out of town, 
from the State of Arkansas, Mr. Jeff Speck, has just come in this 
morning, and I had promised Mr. Speck we would make every attempt 
to take his testimony promptly as possible. 

And I would like at this point to interrupt with your permission, 
sir, Mr. Stietenroth’s testimony and call Mr. Speck to the stand. 

The Cuatrman. That will be done. 

Mr. Speck, will you come forward ¢ 

Senator Kerauver. In connection with the resolution or motion 
which has been agreed to by the committee, I take it that the clerk of 
the committee will immediately communicate to the Atomic Energy 
Commission ¢ 

The Cuarrman. We will see that that is done. 

Do you solemnly swear the testimony you are to give in the pending 
matter shall be the truth, the whole truth, and nothing but the truth, 
so help you God? 

Mr. Speck. I do. 


TESTIMONY OF J. W. SPECK 


Mr. Davis. Mr. Speck, will you state your name and address for 
the record, please ? 

Mr. Speck. J. W. Speck, Frenchmans Bayou, Ark. 

Mr. Davis. Will you tell us something about your background, Mr. 
Speck, or your education, your experience, and so on? 

Mr. Speck. Well, I hold a bachelor of science degree in mechani- 
cal engineering and bachelor of science degree in electrical engineer- 
ing and a bachelor of law degree, and I have done research in gradu- 
ate business administration. 

Mr. Davis. Have you ever run for political office, sir? 

Mr. Speck. Well, I have been on both sides of the fence. My last 
one was the Republican Governor of Arkansas. 

Mr. Davis. When was that? 

Mr. Speck. Two years ago. 

Senator Krravuver. You have been a candidate for Republican 
Governor of Arkansas? 

Mr. Speck. Yes; you might say a lost soul in the woods. 

Senator Kerauver. Were you not the preconvention manager for 
President Eisenhower ? 

Mr. Srecx. State campaign preconvention manager. 
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Mr. Davis. You say you were the State preconvention campaign 
manager for Ejise nhower ? 

Mr. Speck. Yes, sir. 

Mr. Davis. Two years ago? 

Mr. Speck. Yes, sir. 

Mr. Davis. Were you ever associated or employed by Ebasco? 

Mr. Speck. Yes, sir. I worked for Ebasco prior to my entrance 
into the Army, and I think I started there in August or September of 
1940, and I worked there until February 15, 1941, when I went in the 
Army. I also went back to Ebasco after I got out of the Army, and 
I worked there from about September of 1947 until, I think it was, 
either June or July of 1948. 

Mr. Davis. In what capacity did you work for Ebasco ? 

Mr. Speck. I was working in the consulting engineering branch, 
most of our work dealt with network analyzer studies. A network 
analyzer study is where you set up the system of a power company 
in miniature so that you can establish the best location for the expan- 
sion of new facilities, transmission lines, powerplants, and so forth. 

Mr. Davis. What is your present occupation ? 

Mr. Srecx. I am a farmer. 

Mr. Davis. In Arkansas? 

Mr. Speck. Yes; in Arkansas. 

Mr. Davis. And you are not running for governor? 

Mr. Speck. I doubt if I will ever run again, and, in fact, if I were 
voting today, I would probably vote Democratic. And I think Mr. 
Benson has adopted the policy of plowing up every third farmer. 

Mr. Davis. Mr. Speck, did you read the public statement with 
regard to Mississippi Power & Light, issued by Mr. J. D. Stietenroth, 
several days ago? 

Mr. Srecx. I read part of that statement. There were several ver- 
sions of it, apparently ; and I saw the part in the Memphis Commercial 
App val. 

Mr. Davis. Mr. Speck, the Memphis Commercial Appeal of Sep- 
tember 21 carried a newspaper article quoting with regard to Mr. 
Stietenroth’s statement. I would like to read it for the record and 
then ask you a few questions about it. 

May I have this inserted in the record after I have read it, sir? 

The Cuamman. You may read it. 

Mr. Davis. The heading of this is “Former Candidate of GOP Echos 
2 Book Charge,” special to the Commercial Appeal, Frenchmans 
Bayou, September 20: 

A former GOP candidate for Governor in Arkansas Monday in effect backed 
up charges by J. D. Stietenroth, former secretary-treasurer of Mississippi Power 
& Light Co., that two sets of books are maintained on the company’s earnings. 

Jeff Speck, Frenchmans Bayou planter, who used to work for Ebasco Serv- 
ices, Inc., New York, said the Mississippian’s charges also could apply to 
Arkansas. Mr. Stietenroth charged that Wall Street interests are dominating 
power companies in Mississippi and Arkansas, and that two sets of books are 
maintained by Middle South Utilities and Ebasco Services, both of New York, 
on company earnings. However, Mr. Stietenroth said he had never seen the set 
kept in New York. He was fired a few hours after making his statement to 


newsmen. Mr. Speck said, “Apparently they, Ebasco, do have two sets of 
books.” 


He said he came to the conclusion after working for Ebasco as a consulting 
engineer, in 1940 and 1941, and then in 1947 and 1948. An engineering graduate 
of Georgia Tech, Mr, Speck worked in New York prior to and after World War 
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II. and later returned to Arkansas, where he now owns farming interests in 
Mississippi County. . 

Mr. Speck said that in 1947 he saw records on Ebasco books indicating that 
\rkansas Power & Light was making anywhere from 18 to 16 percent on its 


earnings. 

“Apparently, they do have two sets of books because in 
repeatedly said they make less than 6 percent on their investment,’ 
and 1952 GOP candidate for Governor. 

Were you quoted accurately in that newspaper account ? 

Mr. Speck. Yes, that newspaper account leaves the impression that 

endorsed Mr. Stietenroth, or that I endorsed his statement com- 
pletely, but I did not for this reason: I think that he has made a mis- 
take when he says that all of Wall Street is trying to put pressure on 
him. Having worked in that vicinity, I can say that I think that Wall 
Street is like any other community in the United States, you have got 
a lot of good people, and you have got a few that are probably a little 
greedy. 

I think that Wall Street has done a lot for the expansion of industry 
in the United States and it has helped to develop this country to the 
point that we are today. They have taken a lot of risk with their 
venture capital and they are continuing to develop the country. 

So this is not an attack so far as I am concerned on Wall Street itself, 
but I want to point out what I know about the company that I work 
for, and that I do say that when I was working for Ebasco, and working 
on a network analyzer study for the elemental system, which consists 
of the Arkansas Power & Light, Mississippi Power & Light and New 
Orleans Public Service, which now is, I think, essentially Middle 
South Utilities, while I was working on this study I did see some- 
thing, one of the pamphlets by Ebasco, that referred to their opera- 
tions in the Middle South area 

Where they pointed out the fact that they were making from 13 to 16 
percent on their investment, and the reason I remember that so well, I 
saw this in 1948, in the spring of 1948, and the reason I remember it 
was that I said to myself, if you will pardon me, “My God, what rob- 
bery,” and I think that statement if nothing else is the thing that im- 
pressed those two figures on my mind. 

Mr. Davis. Your recollection is ve ry clear with that, is it? 

Mr. Speck. Definitely, and I noticed in Arkansas the chairman of 
the board of the Arkansas Power & Light, Mr. Moses, has stated that 
he is making less than 6 percent on his investment down there, so ap- 
parently from the books there, from the books that they are keeping 
in Arkansas, and the ones that I saw in New York, they are keeping 2 
sets of books, and they may be keeping 6, for all I know. But appar- 
ently there is some discrepancy in their operations. 

Mr. Davis. Do you think that a return of 13 to 16 percent is, you say, 
robbery, I believe, sir? 

Mr. Speck. I believe that is what you would call it; as I remember 
when I was studying business administration, 6 percent was considered 


pretty good. 
Mr. Davis. You say you saw this in some papers in the office of 


Ebasco ? 
Mr. Speck. You see, when we compiled the data for network an- 


alyzer study, it is necessary to go into practically everything that you 
‘an find. When you lay out the expansion of a power system, you 
must do that by injecting the progress of an area 5 years in advance, 
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because it takes you from 2 to 3 or maybe 4 years to construct a 

generating plant. Therefore, it is necessary to go into a lot of engi- 
neering factors and economic factors and —— a lot of data, and 
you must know all about your generators, where they are located, 
the probable distribution of the ‘load fac ilities, and you must know 
where that section of the country is growing the fastest, taking into 
account the population growth, and new industry coming in. 

It is necessary to compile a lot of data for this study. In going 
through this data, I did see this statement in one of the books that was 
printed by Ebasco. 

Mr, Davis. You saw it in a book printed by Ebasco? 

Mr. Sreck. That is right. 

Mr. Davis. And in this office of Ebasco? 

Mr. Speck. Yes. 

Mr. Davis. When was this, sir? 

Mr. Speck. I don’t recall the exact date, but I know it was in the 
spring of 1948 because we made the network analyzer study at Purdue 

niversity. 

Mr, Davis. It made a distinct impression upon you? 

Mr. Speck. Yes, sir. 

Mr. Davis. And you have a clear recollection of it? 

Mr. Spreck. Yes, sir. 

Mr. Davis. And it is on the basis of that, the discrepancy between 
the books which you saw in Ebasco offices, sir, and the statement made 
by C. Hamilton Moses that you deduced that two sets of books were 
being kept; is that correct ? 

Mr. Speck. That is what I would base it on; yes, sir; that is the 
basis of what I said, that they say they are making less than 6 percent 
in Arkansas, and from what I saw up there, they are making 13 to 16 
percent. 

Mr. Davis. Do you know whether any copies of the book which you 

saw in Ebasco offices were furnished to Arkansas Power & Light? 

Mr. Srecx. I don’t know that. 

Mr. Davis. Have you made this statement publicly before, sir? 

Mr. Speck. Yes, sir, I made it to a reporter, who called me and 
asked me about it, and I told him that that was it, I think it was in the 
Commercial Appeal. 

Mr. Davis. Do you have any information that you can give this 
committee ? 

Mr. Sprecx. There is one thing that I think, I don’t know anything 
about this Dixon- Yates contract, and I haven’t read it, I have just seen 
glances of it in the newspaper, but based on what we have seen in 
Arkansas, recently, with this rate increase, I think a man in Arkansas 
put it very well when he made the statement that the United States 
(Jovernment managed to hold up pretty well financially during World 
War I and during ‘World War IT, as well as the Korean war, but they 
are fooling with a crowd now that might make Alexander Hamilton 
turn over in his grave. The reason I say that is that, as I understand 
it, Arkansas Power & Light has asked for a 15-percent increase in rates 

in Arkansas, 
Mr. “a Mea At the pe time? 


Mr. Speck. Well, the situation down there is probably a little dif- 
ferent from most other places. 
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You see, a public utility, as I understand it, and I have never read 
the law, but it is what I read in the newspaper, but a public utility 
can go in and raise its rates as high as they want to, anytime they 
want to, and they put up bond for the difference in their rates and the 
amount that they collect, and then they go before the Public Service 
Commission and the Public Service Commission decides whether or not 
they shall have that increase in rates, and if they don’t get it, then 
they have to refund this excess money which is collected. 

Now, according to the newspapers, the Arkansas Power & Light in 
the month of August has started collecting on what they call a 15- per- 
cent rate increase, and this is part of it. 

[ have just a few figures that I picked up from the Arkansas Power 
& Light power bill. On the farm that I live on, we own a number of 
tenant houses, and there is nothing in the world in them except prob- 
ably 3 or 4 lights and a small radio—the volt: ige was so low in one of 
them that they couldn’t burn but one light at a time—in the month 
that this rate increase went into effect the power bill increased from 
$1.67 to $4.43. That is what the Arkansas Power & Light calls a 15- 
percent increase, apparently. 

There are numerous cases of that. I know that in my own house, my 
light bill jumped from $10.90 to $29.50, and the only addition between 
July 1and August 

Mr. Davis. Are you talking about this year, sir ? 

Mr. Speck. This recent increase ; yes. In the month of July, I paid 
a bill of $10.90, and I put in a one- -ton air-conditioner and my August 
bill, which was the month the rate increase went into effect, jumped to 
$29.50. 

There are several other examples of where I could repeat the same 
thing. 

Mr. Davis. May we have the other examples you are referring to? 

Mr. Speck. Now, I went back over this one, and this was a man : who 
lived in a tenant house there, and his April light bill was $1.49. And 
his May bill was $1.63; his June bill was $2.16; July, $2.07; and 
August it was $4.43. 

Some of the small businesses there have had considerable increases 
in rate, but the thing that I was most interested in, as you probably 
know, we have had quite a drought in that section and there is getting 
to be a tremendous interest in irrigation. I operate two 16- inch wells 
on diesel engines and I pump approximately 3,000 gallons of water 
a minute. That operation costs me from $150 to $175 a month. 

I checked with the light company, with the wellman, and he checked 
with some people w ho had electric motors pulling their wells down 
in that section of the country, and here is what he found: 

He found that a well pumping 2,500 gallons a minute had a power 
bill to run to $554.99; yet I pumped 3,000 gallons a minute on diesel 
fuel for between $150 ‘and $175 a month, whic h shows that he is pump- 
ing less water and paying approximately 4 times as much as I am 
paying on the same type of operation. I think it points out the fact 
that the amount of money we are paying for power in that section, and 
I know that when I probably leave this meeting there will be certain 
pressure applied against me for having been up here. 

Mr. Davis. May. I interrupt you there ? 
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Mr. Srecx. But I would like to go back just a moment. During 
World War IT I spent 314 years in a Japanese prison camp, and I 
know that I would probably be accused of being a public power advo- 
cate, and actually I am not—I spent this 31% vears in a Japanese 
prison camp and I learned to appreciate a lot of things that probably 
most Americans don’t appreciate. That is what this country stands 
for and what it means. 

Now we learned to appreciate freedom, and we learned it the hard 
way; and I certainly am in favor of the five basic freedoms that a man 
should be able to express himself, he should be able to vote like he 
pleases, he should be able to spend his money like he sees fit, and he 
should be able to own property. 

I am certainly for the private-enterprise system. I don’t want to 
be accused of being a great public-power advocate, because I am not. 
I think as long as a private industry can handle anything, I think that 
it should, because I know in farming at the present time we have so 
many regulations that it takes practically a lawyer to find out what 
you can raise for next year. 

I think that in that connection if the Agriculture Department spent 
half as much time trying to sell surplus commodities as they do writ- 
ing regulations for the farmer, we would be a lot better off. But that 
has nothing to do with this. 

Sut I do want to say that I am in favor of private enterprise, but I 
do think that this company has gone to excess in the way they have 
taken the money from the people of Arkansas, and what they have 
done with it T don’t know. I think that there is something wrong 
with the way they have kept their books in this thing. 

As you mentioned previously, in this Dixon- Yates deal, I don’t 
know anything about it, and if private industry could handle it, I 
would be for it. But I don’t believe this crowd that we have got right 
here could handle the thing. 

It has reached the point, and not only myself, but I have seen 
4 little towns in Arkansas, 4 cities actually, Forrest City, Ark., Mari- 
anna, Ark., Russellville, and I believe Helena, have already started 
negotiations for the purchase of a municipal system because they can’t 
afford to pay these terrific light bills. 

There are people all over the State that feel the same way I do— 
that there is something wrong. There are a lot of people that have 
moved from Memphis into the area of West Memphis, the new housing 
development, and their bills have jumped to the point where they 
can hardly pay the rent on the houses that they live in. 

That is a sort of thing that we are putting up with, and yet the 
Arkansas Power & Light will turn right around and tell you how they 
are building the State ‘of Arkansas. 

Going back to this other thing that I mentioned previously, that 
I know the pressure will be placed on me, just 2 years ago, when I ran 
for Governor of Arkansas, I made a statement to the effect that I 
thought the new Governor—and he is a very fine man and he has made 
an excellent Governor—that the new Governor was the Arkansas 
Power & Light’s man, because the first man there to congratulate him, 
as I understand it, on the winning of the Democratic nomination was 
Mr. Moses. 

Well, my father-in-law is the manager of a brokerage house there 
in Little Rock, and he has been a consistent defender of the Arkansas 














POWER POLICY—DIXON-YATES CONTRACT 221 


Power & Light Co. in every way. In fact, we have had numerous 
discussions as to just what T think of the Arkansas Power & Light 
operation, and what he thinks, and he has consistently defended their 
operation. 

Yet when I made this statement—and this had nothing to do with 
my father-in-law at all—Mr. Moses all of a sudden cut off a certain 
amount of business with him because of the fact I made a statement 
which he had nothing to do with, and which he would have opposed 
in the first place. 

That is the type of pressure that they will continue to put on you, 
and I imagine I will feel some more when I get back, somewhat. 
There is one other thing that I think they do, and we as customers 
pay for it, that is, in the way they advertise, and especially in the 
county and local newspapers. I can’t see that that advertising accom- 
plishes anything except to put the newspaper editor of some of the 
small weekly newspapers in a position where they are dependent on 
income from the Arkansas Power & Light. The only thing that you 
will see in there is Arkansas Power & Light helping build Arkansas. 
There is nothing of interest to the people of the State of Arkansas, 
but yet we have to pay for the thing. 

Mr. Davis. Is there any attempt made to sell Arkansas Power & 
Light services ? 

Mr. Srecx. I don’t know. I honestly don’t know. 

Mr. Davis. Is this institutional advertising ? 

Mr. Speck. If you want power, you have “got to buy it from them 
where I live, so it wouldn’t make any difference, anyway, but I think 
it is more of a means to put the local newspapers in a position where 
they are dependent on the Arkansas Power & Light, so that they 
probably won’t talk too harshly against them. 

Now, I think that is wrong, because we have to pay for it, and I 
don’t think it does the consumers a bit of good. 

Mr. Davis. How do you think, or what kind of service does Arkansas 
Power & Light furnish to its consumer? I believe you described them 
as excessive rates, 

Mr. Speck. I think the rates are excessive and I think the service 
could be improved. I know that we sometimes have a lot of difficulty 
in just getting perhaps 1 house wired up and it may take us 2 or 3 
weeks or perhaps a month to get maybe 2 poles set on a powerline. 

I know I had some lights, and I had quite a bit of trouble getting 
that stuff hooked up. T had it taken on the last year because they 
had a demand meter on me, and when they put a demand meter on 
you you are in bad shape. That is perhaps the most legalized form 
of robbery that the industry has ever created. I think that their 
own men will tell you. Here is the operation of the demand meter. 

Assume that you have in your house, and I don’t know whether 
they actually put demand meters on houses or not, but for example, 
I have heard that they do, assume that you have in your house an 
electric range, an electric water heater, and say a television set. If 
you turn all 3 of them on for any 15-minute period, say you turn 
them on for 15 minutes, and then you close your doors and go ona 

vacation for the rest of the month, you have got to pay a little bill 
for all of the month based on what they use. That is the operation 
of the demand meter. 
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Out on my rice-drying area they wanted to put a demand meter 
on a little 3-horsepower motor, and I said, “Now, look, either you 
put a regular watt-hour meter on or don’t put anything i in.” I said, 
“If I turn my electric welder on out there for 15 minutes, then I have 
got to pay a little bill, a power bill, based on that, for all of the 
month eyatholl the demand meter will swing the needle away over, 
and I don’t think it is right.” 

I think most people in Arkansas feel as I do, that they don’t mind 
paying a reasonable rate, and they do expect a certain amount of 
service; but they don’t want to be ‘robbed, and they do expect good 
service. That is the way most of us feel about the thing, and I think 
that, or I know the ones I have talked to feel that way, we feel like 
we are being robbed at the present time, and we feel like that if this 
company does take over and put in this 600,000-kilowatt system there, 
kilowatt-hour system at West Memphis, that we may have to pay 
for it. 

I don’t know whether we will or not, but we may have to pay for it, 
and I don’t think it is right, and for that reason I personally am 
opposed to it, from what I have seen. I will admit that I haven’t seen 
the contract. 

Mr. Davis. Then it is your testimony, is it not, that in your opinion 
the people of Arkansas are being robbed by excessive rates, and they 
are not getting good service; is that correct ¢ 

. Mr. Speck. Now, in some areas I think the service is going to 
depend upon your local management. At one time we had a ve 
fine manager, and we have a very fine boy in now, but I don’t thin 
the service is as good as it should be, and it is not as good as it has 
been. 

Mr. Davis. Is there a State regulatory commission in Arkansas, 
sir? 

Mr. Speck. A public-service commission. 

Mr. Davis. Is the public-service commission able to do anything 
about the kind of service you get, and the excessive rates? 

Mr. Speck. They heven’t held their hearing yet as to whether or 
not the Arkansas Power & Light will receive this recent increase. 
The Arkansas Power & Light just will have to refund the money that 
they have collected, if they don’t receive the increase from the public 
service commission. 

Mr. Davis. Can you tell us anything about the relationship of 
Arkansas Power & Light and the public service commission ? 

Mr. Speck. Well, I can’t say definitely, of course we suspect some 
things, but I am not in a position tosay. Iam not familiar with that, 
and I very seldom go into that. 

Mr. Davis. Senator, I have no further questions to ask of Mr. 
Speck at this moment, but I would like to ask him to keep himself 
available for the rest of the morning. 

The Cratrman. Senator Kefauver, do you have any questions at 
this time? 

Senator Keravuver. Mr. Chairman, I would like to ask two questions 
of Mr. Speck. 

Mr. Speck, you said that you imagine after your testimony here 
that some further pressures might be put on you indicating that in 
some previous matter you might have had pressures put on you because 
of your position about Arkansas Power & Light. What pressures 
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have you had and what pressures might you anticipate as a result of 
your testimony here? 

" Mr. Speck. Well, you see, the Arkansas Power & Light is a very 
influential organization in the State of Arkansas, and apparently if 
someone disagrees with its operation, they don’t éxactly hit you over 
the head with a sledge hammer, Senator, but they can’t have bled 
you to death gradually by putting a pin in you here and there. 

’ Senator Keravver. Specifically ; get down to specifics. 

Mr. Speck. As I mentioned previously, when I made a statement 
which was apparently derogatory to the Arkansas Power & Light, 
my father-in-law, who is a broker, suddenly had all of his business 
cut off from him from the chairman of the board of the Arkansas 
Power & Light, and because of the statement I made. He had nothing 
to do with it, and in fact he would have probably made the opposite 
statement and he has been a consistent defender of the Arkansas 
Power & Light. 

Senator Kerauver. Who is your father-in-law and who is the chair- 
man of the board of Arkansas? 

Mr. Sprecx. My father-in-law is F. F. Davies, a manager of the 
Merrill Lynch, Pierce Fenner & Bean office in Little Rock and the 
chairman of the board of Arkansas Power is Mr. C. Hamilton Moses. 

Senator Kerauver. You mean he quit doing business with your 
father-in-law because of something you said ? 

Mr. Speck. Yes, sir; I couldn’t quite understand that, when that 
happened, and I think that that is the way that they apply pressure 
wherever they could. 

Senator Kerauver. Mr. Speck, many of us have felt that the so- 
called TVA yardstick has done a good deal to keep power rates down. 
Do you feel if this yardstick is taken away, that the situation might 
even get worse than it is? 

Mr. Sreck. Well, Senator, I don’t see how it can get much worse, 
regardless of what they do with TVA, because it has reached a point 
in Arkansas where we are working for the Arkansas Power & Light. 
I do think it would, as you say, it would hurt the whole country if it 
were taken away. I honestly believe that. If you are showing an 
operation, although in some ways it may not be a fair comparison, it 
depends probably on how you look at the thing, and probably your 
feelings on Government itself. But I personally would like to see the 
TVA get this Dixon- Yates plant as far as I am concerned, and I think 
it would be a good thing. 

Senator Keravver. They don’t want the Dixon-Yates plant, they 
want to build their own plant. Why do you think it would be a good 
thing, Mr. Speck ? 

Mr. Speck. From what I have seen of the operation of this company, 
it would sort of set an example. 

Senator Kerauver. How do you mean? 

Mr. Speck. You know, when you catch 2 or 3 people robbing a bank, 
you usually give one of them a little stiffer sentence just to set an 
example, and I think that there has been a certain amount of exorbitant 
rates in this thing, and I think that if the public utilities knew that 
they were being watched a little more closely, that they would give 
better service, and have more efficient operation, and probably the 
rates wouldn’t be quite so high. 
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Another thing there is no question in my mind but what the TVA 
cannot operate—they have either got to buy power or build it, in a 
system like that, which is dependent t upon waterpower and the droughts 
that we have had. You have got to do something which augments 
your increased load, especially the way the city of Memphis itself is 
expanding. 

Senator Kerauver. You would hate to see the TVA at the mercy of 
a private power group furnishing their supply of power ? 

Mr. Sreck. I wouldn’t want to see that. 

Senator Keravuver. I think that you are right about that. I do not 
know what your experience in Arkansas has bee on, but I remember back 
in the beginning when the TVA was coming in, the Tennessee Power 
Co. cut its rates s by half, and then by half again, and then after it got 
through cutting, it still made more money than it did when it charged 
very, very exorbitantly high rates. So I think that they have proved 
that you can make more money by selling electricity at a low rate and 
selling a lot of it, than you can by selling just a little electricity at a 
high rate. 

Has that been your experience ? 

Mr. Sreck. Well, I don’t say that I have had that exact experience, 
but once they put power on the line it does not make any difference as 
long as the more they sell the better off they are, as long as they don’t 
get their peak load hitting at the same time, if they can diversify their 
peak they are better off to ) sell it. 

Senator Keravuver. I was interested, Mr. Chairman, in the fact that 
some of the towns and cities, and these are good towns you are talking 
about in Arkansas, are thinking about building their own generating 
plants, is that right? Are you sure about that, ‘Mr. Speck ? 

Mr. Sprecx. I “only know what I saw in the newspapers, and some 
of them have talked about buying their own municipal plants, and 
others have talked about purchasing power at wholesale from the 
Arkansas Power & Light, transmission system, and distributing it 
themselves. 

Senator Kerauver. What are they going to do that for? 

Mr. Seeck. They think that they can give, I imagine, cheaper rates 
to the consumer. That is the only thing I can figure, and if he lived 
in a city of any size, I would certainly want to see that happen, if it 
would lower the rates at all. 

Senator Krrauver. That is all, Mr. Chairman. Thank you. 

The Cuarrman. Mr. Davis. 

Mr. Davis. I would like to have a 10-minute recess at this point and 
then proceed with Mr. Stietenroth. 

The Cuamrman. You will be available? 

Mr. Speck. Yes. 

Senator Butter. Before we recess, is it my understanding that the 
Chair will not permit me to cross-examine witnesses ¢ 

The Cuatrman. The committee will discuss that and we will decide 
on that and let you know. 

Senator Butter. You were to let me know this morning, and now 
this morning has arrived and I would like to cross-examine this 
witness. 

Senator Kerauver. Mr. Chairman, while Senator Butler is not a 
member of the subcommittee, I am sure he does not want to detain 
the witness long. 
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Senator Butter. I will ask the witness but two questions. 

The CuatrMan. There certainly can be no objection to that. Limit 
it to two questions and go ahead. 

Senator Burter. Mr. Speck, did I understand you to say that you 
had not read the Dixon-Yates contract ¢ 

Mr. Speck. That is right. 

Senator Butter. Did I also understand you to say that although 
you had not read it and were not familiar with its terms, you were 
nevertheless against it ? 

Mr. Speck. Here is what I said, Senator, if you recall: I said from 
what I have read in the newspapers, and from what I have seen of 
the operation of the Arkansas Power & Light, and from what I sus- 
pect, that we of Arkansas consumers will have to pay for that plant, 
I don’t know whether that is actually a fact. But just based on that 
assumption, and I have to assume because I haven’t seen the contract, 
but based on that I would say that I am against it. Now after I see 
the contract, it may be a different proposition. 

Senator Butter. In other words, you just don’t know ? 

Mr. Speck. I just don’t know right at the present time, but just on 
the basis of what I have seen I would be against it. 

Senator Butter. You said something about what they were doing 
inthe TVA. Do you know that in fiscal 1954 all of the people of the 
United States, and not the people of the Tennessee Valley, but all of 
the people of the United States put in $250 million in the TVA? Do 
you know that? 

Mr. Speck. Well, Senator, I didn’t know that, and I heard that they 
put in a bit here and there. 

Senator But ier. Do you know that for fiscal 1955, we had budgeted 
over $200 million in ee ? Do you know that? 

Mr. Sreck. No, sir; I didn’t know that. 

Senator Burier. Do you know that TVA started off with approxi- 
mately 3 million kilowatt-hours from water, and today they have an 
equal aqneunt of steam capac ity and there is projected another 3 mil- 
lion kilowatt steam capacity ? 

Mr. Speck. No, sir; I haven’t kept up with the TVA. 

Senator Burier. On the basis of those figures, do you think that 
there is any great possibility of TVA evaporating and going out of 
this picture ? 

Mr. Srecx. Senator, I would like to say this: If the Arkansas Power 
& Light Co. gets this particular rate increase, and they get about 
one more, you are going to need about $290,000 of subsidization in 
Arkansas for us to pay our light bill to Arkansas Power. 

Senator Burier. That is what you think. 

Senator Kgrauver. You mean $200 million. 

Mr. Speck. Yes. 

Senator Burier. You are just putting in another one of your 
guesses. I have no further questions. 

The Cuatmrman. You say you have not seen the Dixon-Yates con- 
tract ¢ 

Mr. Speck. No, sir; I haven’t seen it. 

The Cuamman. You would be interested to know that you are in 
the same shape as the members of this committee. We tried and tried 
to get hold of the Dixon-Yates contract and we haven't seen it yet. 
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Senator Burier. Mr. Chairman, I think in all fairness I should 
have an opportunity to make reply to the chairman’s remarks. The 
chairman of this committee knows that the Dixon- Yates contract is 
not yet completely formulated, and he knows that when that contract 
is formulated, it will be considered by the joint committee of the House 
and the Senate, and it will not be made a firm contract until such time 
as the Joint Committee on Atomic Energy of the United States Con- 
gress has approved its terms. 

Now, if after that has been done anybody has any complaint about 
that contract, most certainly that committee which is a most fair 
committee and one of the finest committees of this Congress, will give 
anybody the opportunity to be heard on anything that they think is 
wrong with that contract. 

The chairman of that Atomic Energy Committee has so promised 
that he would, the chairman has promised that he would, and I say 
until you have had a reasonable opportunity to study this contract and 
to let it all come out and be heard, you should not as this witness has, 

just say, “Well, I am against it. . 

The Cuatrman. John, dear, may I make this observation: That I 
know nothing about the contents of the Dixon-Yates contr act, and I 
believe you know less than I do about it. 

Senator Burier. I will tell you, that may be perfectly true, but I 
have studied the thing pretty carefully, and I followed the debate on 
the floor pretty c: rrefully, as I assume the Senator did, because we had 
to vote on it. I have heard nothing that changes my opinion or that 
would persuade me to change my vote on the Dixon-Yates contract. 

Senator Kerauver. Is this not true, Mr. Chairman, that while none 
of us have been able to see the contract, that is the unusual thing, that 
the President of the United States has ordered this thing to be done, 
when we can’t find out what the contract is? 

Senator Burier. Subject to the approval of the Joint Committee 
on Atomic Energy, and that is a pretty good thing. 

Senator Kerauver. The Joint Committee on Atomic Energy has no 

right to change the contract and the only requirement is that the con- 
tract be filed with the joint committee and stay there 30 days. 

Senator Burter. They must approve it before it becomes effective, 
and the chairman of that committee, who is one of the finest men in 
this Congress, and most respected, has promised that anybody that 
wants to say anything about that contract will have an opportunity 
to say it, and that full “heari ings will be had on it. As I said yesterday, 
I still think that this committee is wasting its time, that it cannot 
change one senence, and it cannot dot an “i” or cross a “t” in that 
contract, and it has nothing whatever really to do with the contract. 

Senator Kerauver. The law does not provide that the Joint Com- 
mittee on Atomic Energy must approve it. The law provides that it 
must be filed with the joint committee and stay there 30 days, while 
the Congress is in session, but I submit, Mr. Chairman, that if there 
ever was a situation where this committee on antitrust and monopol 
had jurisdiction, it is in this case. It is quite apparent here that these 
utility companies are entering into a situation without competition, 
that they have joined together for the purpose of trying to destroy 
the Tennessee Valley Authority or squeeze the TV A, and they have not 
complied with the holding-company law, and I think that this is a 
very proper inquiry for this committee to enter into. 
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Senator Butter. Mr. Chairman, may I say in answer to the Sena- 
tor’s remarks, that there is no purpose or intent to squeeze the TVA. 
[ think the figures that I have just put into the record conclusively 
show that. In addition to that, the Senate itself has refused this 
committee and its chairman funds to hold this investigation. 

Now, that is what the United States Senate thinks of it, and I think 
that the people ought to know that the Senate has refused funds, on the 
express request from the chairman, to hold this investigation. 

The Cuamman. Might I say to my distinguished friend, that this 
committee voted unanimously for the funds. 

Senator Butter. But the Senate refused the funds. 

The CuarrMan. Please do not interrupt me. The distinguished 
Senator from Maryland himself as a member of this committee, voted 
for the $75,000. I don’t know what the pressure was that kept us 
from getting it. The result was that we did not get it. 

Senator Butter. You do not think it was Dixon- Yates, do you? 

The Cuatrrman. Not securing the $75,000 is not going to stop this 
Subcommittee on Antimonopoly from proceeding. 

Senator Keravuver. I think it is quite apparent that the Rules Com- 
mittee refused the $75,000 long before the Dixon- Yates contract came 
to discussion. I think it is quite apparent that the Republican policy 
committee does not want an investigation of monopoly, and antitrust 
matters which are going on in the Nation today, to be made. That is 
the reason why there has been so much difficulty in trying to get the 
$75,000. But I want to say that I appreciate and admire the : attitude 
of the chairman in trying to see that with the means available, that 
this investigation goes on notwithstanding the fact that no money 
has been made available. 

The Cuarrman. The investigation will be complete, and it will be 
thorough, and nothing is going to stop this Subcommittee on Anti- 
monopoly whether we have funds or haven’t got funds, and we have got 
a duty to perform for the people of the United States, and we know 
this subcommittee is going to perform that duty. 

Mr. Davis. May I make a brief statement? I would simply like 
to say this, Senator Butler, with all due respect to you, sir, that we are 
a legally constituted committee of the United States Senate. 

Senator Butter. I am not disputing that. 

Mr. Davis. And we are charged with certain responsibilities to act 
as a watchdog on the monopoly situation in the United States, and to 
recommend antitrust legislation where it is necessary. We are not 
interested in the terms of the Dixon-Yates contract as such, but we 
are interested in the problem of monopoly in the power industry. It 
has been a long time, sir, since there has been a careful, thorough, 
and painstaking look at the monopolistic situation to the extent that it 
exists in the power industry. I think the Senate of the United States 
has a right to be informed about the present status of concentration of 
economic control in the power industry. 

The Dixon- Yates contract is just one of the many features of that 
industry, and of the monopoly situation in that industry with which 
we are concerned, and in which we are interested, 

It seems that it is one of the most troublesome problems to get to 
the root of. 
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Senator Butter. Does not the Senator think we should also investi- 
gate the TVA and see what their practices are, and how they arrive 
at this so-called yardstick that you speak about all of oo time ? 

Senator Kerauver. As a Senator from the TVA area, I would be 
very happy to have this committee or any committee hyvestihts the 
TVA. 

Senator Butter. I think it would be a little better if the Senator 
initiated it. 

Senator Krrauver. We are glad to have anybody find out about the 
TVA, and the more they find out about it the more they like it. 

The Cuarmman. If Senator Butler will help us get funds, some 
money, we will be delighted to investigate the TVA together with the 
rest of the monopolistic corporations. 

Mr. Davis. I should just like to add, sir, to what I was saying, 
Senator, that as I have said we have undertaken this investigation, 
and we are in the thing to some extent, and it has gone far beyond 
the Dixon-Yates, and we have gone into the Missouri Valley Basin 
criteria and into the REA situation and many other aspects of the 
power industry. I think that we ought to go into every possible 
aspect of it, if we could, and I would like to endorse the chairman’s 
suggestion that the Senator help us obtain funds so that we can have 
a proper staff to do the job that needs to be done in the interest of 
the Senate and the people of the United States. 

And I would just like to say this, Senator, that it is perfectly true, 
as you say, that we have been denied funds to carry on our investiga- 
tion. However, sir, we have not been denied our jurisdiction, and we 
still have the obligations which are imposed upon us, by both the 
administrative reorganization law, and our status as a committee of 
the Senate. 

I am hopeful that we will get funds very shortly, so that we can 
carry on our work. 

Senator Krravver. If there is any committee that deserves funds, 
to do a good job with the funds provided them, it is this committee, and 
I think it is too bad that every other committee of the Congress has 
gotten funds that it asked for except the one investigating monopoly, 
and antitrust practices. 

Senator Burvzr. I will renew my request, or my inquiry, as to 
whether or not at the proper time, witnesses who care to rebut some 
of the testimony that has been given here, will have an opportunity to 
do so, and whether it is the chairman’s intention to call persons who 
may be interested in the other side of this problem. 

The Cnatrman. May I say to the Senator that before he arrived 
here this morning, I renewed the invitation that has been extended 
here for months, that any one who wishes to come here and testify is 
welcome. 

Senator Butter. That is all I asked. 

The Cuamman. We do not have the funds to pay these people, you 
understand. 

Senator Butter. If we have funds to pay for these two people, I 
assume you can find funds to pay the others. You can go out and get 
some law cases to pay for the whole thing. 

The Cust an, It depends on how many witnesses there are, and 
how long they are going to testify, and it depends upon what the fees 
will be to the various people and I do want to renew the invitation 
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again that you put Mr. Yates or Mr. Dixon here upon the witness 
stand, or anyone else you want and we will be delighted to have them, 
if you will just let us know. 

Senator Burier. I have some releases here, Mr. Chairman, from 
the Bureau of the Budget. 

The CHATRMAN. We will set the time and the date. 

Senator Butter. From the Bureau of the Budget and the Atomic 
Energy Commission, and would it be proper at this time to offer them 
for the record ¢ 

Mr. Davis. May I comment on that? 

We have been taking sworn testimony here, Senator, as I under- 
stand it. 

Senator Butter. We have also been admitting some statements, too, 
which I have seen from time to time. It is quite a usual practice in 
senatorial committees to accept statements. 

The CuHarrmMan. What is it? 

Senator Burter. I would like to put in, Mr. Chairman, a statement 
issued by the Atomic Energy Commission. It is quite voluminous, and 
I would like to make an exhibit of that. I would like to put in an exec- 
utive release in connection with the record of the development of the 
AEC power contract, and Mr. Chairman, if I may do so, I would like 
to put into the record the basis for the action of the Eisenhower admin- 
istration to meet the additional needs for generating capacity in the 
Tennessee Valley area. 

The Cuatrman. If there is no objection they will be filed, but they 
will not be made a part of the recond insofar as copying all of these 
things and sending us a big bill for them. They will be made a part 
of the record but not a part of the transcript. 

Senator Keravuver. Mr. Chairman, may I see the exhibits which 
have been introduced? I am glad the Senator from Maryland has 
made an exhibit of the document from the Atomic Energy Commis- 
sion. 

Senator Butter. May I put this in as an exhibit, also, Mr. 
Chairman ? 

Mr. Davis. I am going to put that in right after the recess. 

Senator Keravver. The distinguished Senator from Maryland has 
made an exhibit of something from the Bureau of the Budget. I have 
seen this report from the Bureau of the Budget, Mr. Chairman, and 
there are many matters that I would like to question the Director of 
the Bureau of the Budget about in connection with it. 

Senator Butter. And he wuuld like very much to come here. 

Senator Kerauver. Sometime during this hearing we can have the 
Director of the Bureau of the Budget before the committee, so that 
we can ask him about it. And also, Mr. Strauss, as there is also some- 
thing here from the Atomic Energy Commission showing the cor- 
respondence they have had in connection with this matter, and I would 
like to ask, Mr. Chairman, that we have before the committee either 
Admiral Strauss or General Nichols, so that we can inquire of them 
in connection with several matters in this exhibit, which have been 
put into the record. 

The Crarrman. The request of Senator Kefauver will be complied 
with, and they will be invited to appear. 
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Senator Burier. May I say that the Eisenhower administration is 
most happy to have anybody that this committee or this subcommittee 
would like to have appear from the Atomic Energy Commission or 
from the Bureau of the Budget, in connection w ith this matter. They 
feel that they have nothing whatever to hide, and they want to put 
this whole thing, as was said yesterday, on the top of the table. 

Now, I thought that had been done, and I spent 16 days and nights 
on the floor of the Senate watching this thing being put on the top 
of the table, and if it is not there I do not know when it will ever get 
there. 

The Cruarrman. I know the Senator will be glad to learn, as he was 
not here, but our witness, Mr. Speck, ran for Governor of Arkansas on 
the Republican ticket, and he was President Eisenhower’s preconven- 
tion manager, and he is an Eisenhower man, or was, from the bottom 
of his feet to the top of his head, and he is just as earnest an advocate 
as the distinguished Senator from Maryland. 

Senator Burter. May I say that does not make him one of our wit- 
nesses, nevertheless. 

Senator Kerauver. Mr. Chairman, I understand that there is some 
additions to these statements, so that if there are I would like for the 
complete record to be made an exhibit; also, Mr. Chairman, Mr. Von 
Tresckow, who headed up a group who tried to bid on the building of 
this steam plant but was not considered, has made an analysis of the 
Atomic Energy Commission and the Bureau of the Budget reports, 
pointing out ‘the 97 errors in ese and I would like for his state- 
ment to also be filed along with these. I will furnish it to the com- 
mittee. 

The Cuarrman. It is so ordered. 

Now I assume Senator Butler will want to be here when we have 
the Director of the Budget, and Mr. R. Mitchell, here, and we want 
to accommodate the Senator, and we can agree on some day where 
you can be present. 

Senator Burier. May I say to my dear friend, and I know you 
are a dear friend of mine, that when the Senator from Illinois or the 
Senator from New Jersey, Mr. Dirksen or Mr. Hendrickson, are again 
in Washington, I will relinquish my post here at the table to them. 

The Crarrman. I feel badly about that, John. 

We will take a 10-minute recess. 

(Brief recess.) 

The Cuarmman. We will proceed. 

I understand that Mr. James has a statement to put in the record. 

Mr. James. My name is Daniel James and I represent Middle South 
Utilities, Inc. I have two letters here which I would like to offer for 
the record from the independent certified public accountants, the 
accounting firm of Haskins & Sells. The letters are dated September 

5 and September 27 and are addressed to the Mississippi Power & 
Light Co. and Middle South Utilities, respectively. 

They were made following an examination after Mr. Stietenroth’s 
charges had been made public regarding the accounts of those two 
companies, and in the light of those charges and based upon that sub- 
sequent examination, they have reaffirmed their certificates as to the 
correctness of the financial statements and accounts of those two 
companies. 
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The letters also show that Mr. Stietenroth’s charges regarding two 
sets of applications are false. 

Thank you, Mr. Chairman. 

The Cuarmman. I will not concede that they are false or anything 
of that kind. If they want to come and testify they can come and 
testify, but we will file the letters. 

Mr. James. I wanted them included in the record the same as some 
of these other statements are. 

Mr. Davis. May we have it put in the record as an exhibit and re- 
ceived as evidence? (See exhibits 4 and 5, appendix, pp. 617-618.) 

Mr. James. Thank you. 

Senator Kerauver. May I inquire of Mr. James, is this an audit of 
the books of Middle South Utilities, or is it an audit of the books of 
the Mississippi Power & Light Co. ? 

Mr. James. What they did was to examine the books of the Missis- 
sippi Power & Light Co. with respect to which the charges were made, 
to the extent that they deemed sufficient to determine that those charges 
were false. 

Senator Keravuver. This is also an audit of the books of the Middle 
South Utilities Co. 

Mr. James. They are the auditors of Middle South. 

Senator Keravuver. Is this a letter about their audit of the books of 
the Middle South Utilities Co. ? 

Mr. James. Only to the extent that the accounts of Mississippi 
Power & Light Co. would affect the consolidated accounts of Middle 
South Utilities, because as I understand it Mr. Stietenroth has made 
no charges about Middle South accounts other than as they are 
affected by Mississippi account. 

Senator Keravuver. Mr. James, is there a set of books in Mississippi, 
and is there another set of books on Mississippi Power & Light and 
Middle South in New York, in Ebasco? 

Mr. James. Absolutely not. There is financial data on taxes in 
Ebasco, in New York, which was secured from Mississippi Power & 
Light Co., and Mr. Stietenroth’s office at the time, and it is available 
to anyone who is properly qualified in the system, including officers 
of Mississippi Power & Light Co. It is the same type of tax informa- 
tion that is given to any tax consultant by any company that retains 
one. 

Senator Keravuver. There are two sets of books then? 

Mr. James. There are not two sets of books. It is not a set of books. 
It is tax information, data needed for filing tax returns. 

Mr. Davis. Would you furnish that tax information to this com- 
mittee so that we can see it ? 

Mr. James. I don’t represent Ebasco. You will have to address 
that question to them; but I am answering the question I was asked. 
Senator Kerauver. Does Ebasco have a set of books, Mr. James? 

Mr. JAmes. For its own account ? 

Senator Keravuver. With reference to Mississippi Power & Light. 

Mr. James. No. 

Senator Kerauver. You say they do not have? 

Mr. James. I understand that they do not have a set of books, they 
have tax data which has been supplied to them as tax consultants. 

Senator Keravuver. Do you represent them ? 
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Mr. James. I do not. 

Senator Kerauver. How do you know whether they do or not? 

Mr. James. I am not testifying, I am attempting to answer that 
question, and you have asked me and I have been told that it is the 
answer to it and it is so stated by Haskins & Sells, and they do know. 

Senator Krrauver. I wonder while Mr. James is furnishing in- 
formation, if he would also bring a copy of this contract in so that we 
can see what it is today. 

Mr. James. I suggest that the Senator apply to the Joint Commit- 
tee on Atomic Energy for that, and I don’t feel authorized to supply 
that copy of that contract. 

Senator Krravuver. I thought you were anxious for anybody to see 
what you had, and we would be very much interested in seeing a copy 
of the contract. 

Mr. James. I don’t feel authorized to supply it. I am very sorry. 

Senator Kerauver. Mr. Chairman, in connection with the exhibits 
which have been offered, Senator Butler offered an analysis by the 
Atomic Energy Commission of the Dixon-Yates contract. (See ex- 
hibit 6, appendix, p. 619.) And also in their analysis is an analysis 
of a proposal by Walter Von Tresckow and his group. I asked per- 
mission a little while ago to file an analysis mi ude by Mr. Walter Von 
Tresckow of the Atomic E nergy Commission’s statement, and I have 
it here, and I want to file it as an exhibit. (See exhibit 7, appendix 
». 672.) 

In this, Mr. Von Tresckow points out 98 mistakes the Atomic Energy 
Commission has made in their analysis of the Dixon- Yates contract, 
and of Mr. Von Tresckow’s proposal. 

The CuarrMan. Senator, in your previous statement you said it was 
97 mistakes. Is it 98 now? 

Senator Keravuver. Yes, and they are all in favor of Dixon-Yates. 

Mr. Von Tresckow points out that he does not list any mistakes where 
the amount involved is less than $50,000. 

The Cnarmman. It will be made a part of the record. 

Mr. Davis. May we call Mr. Stietenroth back to the stand? 


TESTIMONY OF J. D. STIETENROTH—Resumed 


Mr. Davis. Mr. Stietenroth is still under oath. 

The Cuarrman. Yes, he is certainly under oath. 

Mr. Davis. Mr. Chairman, I had intended at this point to continue 
to try to develop the testimony of Mr. Stietenroth, with regard to 
the statement which he read to us yesterday. 

I think it will give us an unparalleled opportunity to hold a mirror 
up so to speak to high corporate utility finance, and to give us a very 
clear picture based on the intimate knowledge and experience of this 
witness of how utility companies really do operate, 

I would like to continue along those lines, but in view of the state- 
ment which has just been put in evidence by Mr. James, I would like 
to just deviate from my prepared plan for just a moment, to ask Mr. 
Stietenroth a few questions about this statement. 

Senator Kerrauver. Are you referring to the Haskins & Sells 
statement ? 

Mr. Davis. Which has just been put in evidence at Mr. James’ 
request. 
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The CuarrmMan. You may proceed. 

Mr. Davis. Mr. Stietenroth, as I recollect it, you charged in your 
public statement which you issued to the press on Sunday, Septem- 
ber 19, I believe it was, that two sets of books were kept for Mississippi 
Power & Light; is that correct, sir? 

Mr. Strerenrornu. I said that. 

Mr. Davis. And you stated, sir, if I recollect correctly, in your 
statement that 1 set of books was kept in New York, and 1 set of 
books was kept in Mississippi; is that correct ? 

Mr. Stierenrorn. I said that. 

Mr. Davis. And you have been since 1937 the treasurer of Missis- 
sippi Power & Light; is that correct ? 

Mr. Strerenrotu. That is correct. 

Mr. Davis. And as such you are the principal accounting and finan- 
cial officer of the corpor ation, are you not, sir? 

Mr. Strerenrorn. That is right. 

Mr. Davis. And you ought to know, i? anyone could know, what 
sort of books are being kept for the company; is that correct? 

Mr. Strerenroru. That is correct. 

Mr. Davis. I ask you again, sir, were two sets of books kept for 
Mississippi Power & Light ir 

Mr. Stirrenrorn. The corporate books were kept in Jackson, Miss., 
under my supervision; and the taxbooks were kept by Ebasco in 
the tax department up there, and they could not possibly have filed 
our return nor prepared our return without the books. 

Mr. Davis. You mean the books which they keep in New York? 

Mr. Srierenrotru. Exactly. 

Mr. Davis. Meaning Ebasco? 

Mr. Srrerenroru. Yes; and I should like to say that our company, 
Mississippi Power & Light Co., came into being in 1927 under what 
is sometimes called a tax-free reor ganization. By that I mean that 
although the profits of the old company were written up on our books, 
the new company’s books, some $10 million, yet the Bureau of In- 
ternal Revenue retained the same old tax base and our company’s 
tax base, that is, its property base, comes out of our predecessor com- 
pany; and all of that information is now and always has been in the 
hands of Electric Bond & Share Co., or Ebasco Services, Inc. 

Mr. Davis. Mr. Stietenroth, who signs, or do you sign, tax returns 
of Mississippi Power & Light? 

Mr. Srierenrorn. Up until a few years ago—I can’t say just how 
many—I signed the tax returns, both Federal and State, of Missis- 
sipp1 Power & Light Co., as its treasurer and financial officer. 

Now, those returns usually came to my desk about the same day, 
and once it came in probably 1 day earlier, and I asked the Ebasco 
man if he had changed his policy. I said I never get this return until 
the day I have got to turn it in; so when they came to my desk, I just 
literally and simply signed it and Mr. Brown or Mr. Wilson signed 
it along with me, and we filed it. 

Mr. Davis. Mr. Brown is chairman of the board and Mr. Wilson 
is the president; is that correct? 

Mr. Srrerenroru. That is the situation now, but at that time Mr. 
Brown was president and Mr. Wilson was vice president. Now, since 
that time, we are in a consolidation with Middle South U tilities, Inc., 
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and therefore we do not have to sign a return as such. All we sign 
is a consent that we shall be put into the consolidation. 
Mr. Davis. You mean a consolidated tax return is filed ¢ 

Mr. Stierenroru. A consolidated tax return is filed. 

Mr. Davis. For all of the operating companies of the Middle South 
Utilities group. 

Mr. Stierenrorn. I am sure that they are all in it. 

Now I should like to say that after we filed this consent, that some 
time thereafter we are advised of our part of the taxes that we have 
to pay into Middle South Utilities, as our allocable part, and I don’t 
know any more than a bat whether it is right or wrong. 

I should also like to say that as to our returns that we used to sign 
and file directly with the Federal Government, I examined them and I 
found that there was a certain schedule missing from them, which 
was one of the most important schedules that must be put in a tax 
return, and that is the property schedule. 

Now, the mechanics of our filing our return is that we took it over 
to the collector of internal revenue in Jackson, Miss., and he would 
refer it back to the collector of internal revenue in New York. The 
collector of internal revenue in New York maintained at 2 Rector 
Street an examiner, and, as I understood it, sometimes after we had 
executed these forms this proprty schedule would be supplied directly 
to the examiner. 

I would finally, 2 to 5 years later, get a copy of the property schedule 
which I put in a book that has been 1 running continuously since a way 
back to the organization of Mississippi Power & Light Co. in 1927. 

Mr. Davis. May I just try to clarify that with you for one moment 
in the interests of complete understanding on the part of the 
committee, 

As I understand your testimony, sir, you are saying that you signed 
tax returns with a property schedule missing ¢ 

Mr. Srierenrorn. | signed tax returns “with a property schedule 
missing year after year, because that was the practice that we fol- 
lowed, and everybody understood that when that property schedule 
was prepared it would be submitted directly to the examiner. 

Incidentally, although I have been treasurer of Mississippi Power & 
Light Co. for 17 years, one time the examiner came down to Missis- 
sippi and visited with us briefly. Other than that I have met him 

casually, 

Mr. Davis. As I understand it, you, as treasurer and principal 
financial officer of Mississippi Power & Light, would sign income-tax 
returns with the property schedule missing ; is that correct ? 

Mr. Srrerenroru. That is what I did. But let me tell you also 
that the Ebasco man had signed his name right above mine, as having 
prepared that return, as an expert. 

Mr. Davis. When you signed the returns, you are in effect vouching 
for the accuracy of the contents? 

Mr. Srrerenrorn. I always felt that that was my responsibility, 
but it was just beyond my control. 

Mr. Davis. Is it not a fact, sir, that when you sign an income-tax 
return, what you are doing is ’ vouching for the accuracy of the state- 
ments made? 

Mr. Srretenrorn. I felt that I was. However, I have never will- 
fully violated the income-tax laws, and I can assure you of that. 
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Mr. Davis. Now, you say that the property schedules were not af- 
fixed to the returns which you signed ; is that correct ? 

Mr. StierenrorH. That is what I said. 

Mr. Davis. Who got up the property schedules? 

Mr. Strerenrorn. Ebasco, and the only 

Mr. Davis. Were they shown to you? 

Mr. StrerenrotH. They could get them up because I didn’t have 
the information. 

Mr. Davis. Were they shown to you at the time they were prepared ¢ 

Mr. StrerenrotTH. No. 

Mr. Davis. Were you consulted in their preparation ¢ 

Mr. Srrerenrotru. No. 

Mr. Davis. Were you informed about their preparation ? 

Mr. Srierenroru. No. 

Mr. Davis. Did you know what they said ? 

Mr. Strrerenrorn. I didn’t know it until years later. 

Mr. Davis. How many years later? 

Mr. Srrerenrorn. Anywhere from 2 to 5 years later when the re- 
turns are finally examined by the Bureau, then this property schedule 
would come to me. 

Mr. Davis. And you were the principal financial officer of this 
corporation ? 

Mr. Srierenrotu. That is right. 

Mr. Davis. Do you know w hy they weren’t shown to you? 

Mr. Srrerenroru. Well, I would say that the reason they weren’t 
shown to me, it just was totally unnecessary. They had the ball, and 
they did whatever they wanted to do, and the just did it. 

Mr. Davis. Mr. Stietenroth, can you tell me how a property sched- 
ule is prepared, from what information the data is derived ? 

Mr. Srrerenrorn. Well, as I said, our company came into being 
as a tax-free reorganization back in 1927. There was a disparity be- 
tween those tax records of, I suppose, $10 million. _Now, the Bureau 
of Internal Revenue would have nothing to do with this enormous 
amount of writeup, which the Feder: al Power C ommission, after 
spending some 18 months in our offices, required that we remove. 

Now, therefore, we were running along with two sets of books. 
Our books in Jackson, and our books up here in New York, that is 
on a different basis. Now, it is perfectly true that I have to furnish 
information, current information, and as a matter of fact Ebasco 
has a questionnaire that they send to me, and they say, “Now, give 
me this additional data in addition to your annual report,” and our 
annual report is a report three-quarters of an inch thick, and the pa- 
pers that we send them must be 2 inches thick, and then they take 
this information that we send them each year, and they integrate it 
into the records that they already have, and it is a continuing thing. 

Mr. Davis. Would you say into their books? 

Mr. Srrerenroru. I would say into their records or books, or what- 
ever you want to call them. And anybody that says that they haven’t 
got a set of books up there is just simply splitting hairs. 

Mr. Davis. Mr. Stietenroth, are these property schedules which are 
prepared by Ebasco, and appended or made a part of, an integral part 
of, the tax returns which you signed, corporate tax returns; are they 
prepared on the basis of your books which you keep for the corpora- 


tion, in Mississippi? 
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Mr. Srierenroru. Our income-tax returns are prepared so far as I 
know, based upon the current information. Let us just take 1 year. 
We have furnished that information and it is prepared on the basis of 
the books that are kept in New York. 

Mr. Davis. In New York; and they are not prepared then on the 
basis of the books which you keep, is that correct ¢ 

Mr. Stirrenrorn. That is what I say, entirely. 

Mr. Davis. And yet the property schedules must be based upon 
some books; is that correct ? 

Mr. Srrerenroru. They are bound to be based upon some continu- 
ing book record of this property base. 

Mr. Davis. Has Ebasco ever come to you and said to you in any 
formal way, “We need your books so that we can prepare property 
schedules” for tax purposes ¢ 

Mr. Srrerenroru. They have never said that to me in those words. 
However, as I have alrez vdy testified they get a copy of our financial and 
operating report, and it is a voluminous - report that we prepare each 
month, and with all particularity on December 31, because it is to 
furnish information for tax and all other purposes, and it is the same 
report that Messrs, Haskins & Sells finally reviews, and we send that. 
Then they send us this questionnaire, and they ask us just a great 
number of supplementary questions; and the workpapers that we send 
to them must be that thick each year, and they take our information 
and integrate it into the records or books that they have already 
gotten. And they could not possibly prepare our income-tax returns 
without keeping a set. of books. 

Mr. Davis. I have just one or two questions on this, sir, and then 
I would like to go on and come back to this. 

May I read to you, sir, from the exhibit put in evidence, a copy of 
the letter on the stationery of Haskins & Sells, certified public account- 
ants, Hibernia Bank Building, New Orleans, dated September 25, 
1954, and addressed to the board of directors of Mississippi Power & 
Light. 

By the way, sir, what is the date on which you were fired ? 

Mr. Srrerenroru. I was fired on September 22, at a board meeting, 
that I had already called for that date; a regular board meeting that 
I had called in the previous week and in fact prior to the time that I 
ended my first conversation with Mr. Wilson. 

Mr. Davis. Do I understand you to say that you called the board 
meeting at which you were fired ? 

Mr. Srrerenroru. Yes, sir. 

Mr. Davis. Are you sorry ¢ 

Well, I would simply like to read to you two brief excerpts from 
this letter, and ask you to comment upon them. This is the letter 
from Haskins & Sells, dated September 25, 1954, and addressed to 
the Board of Directors, Mississippi Power & Light Co. I quote: 

The company’s books are kept at its general office in the Electric Building, 
Jackson, Miss. These consist of general accounting records and such auxiliary 
accounting records as are needed in the company’s business. The company 
follows the applicable uniform system of accounts prescribed by the Federal 


Power Commission. We know of no other set of books kept by or for the 
company, either at its office in Jackson or at any other location. 


Is that statement true, sir? 
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Mr. Srierenroru. I have said that if Messrs. Haskins & Sells say 
such a statement as that, after my full testimony that you just had, 
they are splitting hairs, and whi it they are practically saying is that 
‘t has to be in a certain form to be called a set of books. I can say, 
also, that Messrs. Haskins & Sells know better. 

Mr. Davis. I have one last question on this, sir, and then I will 
leave this point. 

In the light of that statement, do you want to make any change at 
all in your original statement about two sets of books being kept ? ¢ 

Mr. Srrerenroru. I do not. 

Mr. James. Mr. Chairman, may I ask committee counsel to ask 

The CuatrmMan. No questions. You may proceed. 

Mr. Davis. I should like to turn back now to your testimony of 

yesterday, and recapitulate very briefly the thread ‘of your testimony 

<o that. we can take it on from here. You testified, sir, as I recall, 
that. you had been employed by Mississippi Power & Light, or one 
of its subsidiaries, for at least 26 years; 1s that correct, sir? 

Mr. Strerenroru. That is correct. 

Mr. Davis. And you told us about a record of steady promotion 
in the company, and that you had finally become the treasurer, secre- 
tary-treasurer, of the company in 1937; is that correct ? 

Mr. Srrerenrorn. I became treasurer in 1937, and I have either 
been secretary or assistant secretary since 1944; and on September 
22 in the mor ning I was treasurer and secretary of the company and 





its principal financial and accounting officer. 

Mr. Davis. And you testified, sir, ‘that you were fired shortly after 
you had issued a public statement critical of the company, and the 
way in which it was run; is that correct? 

Mr. Strerenrotru. That is right. 

Mr. Davis. Was it your testimony, sir, that the major criticisms 
which you directed against the setup in your statement were that the 
officers and directors of the company were completely dominated by 
Wall Street interests and monopolies ? 

Mr. Strerenrotu. That is exactly what I said, and I think it is true. 

Mr. Davis. And you criticized the extravagant operations in the 
company ; is that correct, sir? 

Mr. Srrerenrorn. I did; yes. 

Mr. Davis. And you said the rates of the company were excessively 
high as a result of these two factors; is that correct, sir 

Mr. Srrerenrorn. I said that. 

Mr. Davis. And was it your testimony that your primary motiva- 
tion in issuing this statement was that you were frightened by this 
domination of officers and directors, by Wall Street, and that you 
felt that although the common stockholder, all of the common stock 
being owned by Middle South Utilities, you felt that although the 
common stockholder was entitled to all of its rights that nevertheless 
they had been grossly exploiting and abusing their relationship to 
Mississippi Power & Light; i is that correct, sir? 

Mr. Strerenroru. That is what I have said. 

Mr. Davis. And you also testified, sir, if I remember correctly, that 
you — frightened by the Dixon-Yates contract and its ‘impli- 

cations 
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Mr. Strerenrorn. I said that, and the reason for saying that is that 
I know that with the power that Middle South has over our company, 
it has the means to substitute our company and Arkansas, and Louisi- 
ana, and possibly New Orleans Public Services Co., as it has done in the 
EEI matter; and therefore, if this Dixon- Yates matter turns out to be 
a profitable transaction then it may be kept for Middle South, and if 
it turns out to be a white elephant—which I say I don’t think there ‘is 
any chance of it doing, but if so it might be assigned, the obligations 
on it, to Mississippi Power & Light Co. and these other companies, and 
therefore the ratepayers in this tristate area would have to ante up 
the losses. 

Mr. Davis. And I believe that you started, sir, to tell us something 
about some relationships or conversations you had with some of your 
coemployees that led you to make up your mind to issue this statement. 

Mr. Stierenrotn. Yes, sir. Asa matter of fact I talked to a great 
many people and told them that I just couldn’t stand to wear the yoke 
any longer, and I was going to take the step. There were just so many 
of them around in the general office, in the Electric Building of 
Jackson, Miss., until I think they got some protection down there, and 
they need it I can assure you for having to listen to me talk treason, 
and talk revolution over a period of a month, and then it didn’t leak 
on me. But they knew what I was going to do, and there was a pat- 
tern, and the pattern was “You are a foolish man for taking such an 
attitude because you can’t possibly win, but we admire you for it and 
we know why you are doing it, and we know the whole background.” 

Now, I would like to tell one particular incident, if you don’t mind. 

Mr. Davis. Go ahead, sir. 

Mr. SrirerenrotH. May I ask you not to make me name this person 
publicly? 

Mr. Davis. Why don’t you want to name this person, sir? 

Mr. Strerenrotu. I was fired, you know, and he will get it the same 
way that I did if I name him. 

Mr. Davis. Just a moment, sir. 

You go ahead, and you can identify this person as Mr. “X”, and 
supply any confidential information that you don’t care to make public 
to the committee in executive session. 

Mr. StrerenroruH. Well, one of the things, Mr. Davis, that you have 
asked me was what motivated me, and why did I make this revolt; 
and this is one of the things that affected me. 

There was a man—not was a man, there is a man—whom I will call 
Mr. X, and in whom I have the highest respect and regard for both his 
intelligence, and his loyalty to the company, who sat down with me 
and he made a statement about like this: Now he has been with Ebasco 
or Bond & Share, or the group for a long time, which means that he is 
no longer a young man, and these things that he said to me I knew 
peoteest- In other words he was just saying to me the things that 

already knew. 

He said to me that, “Jim, you know the abuse that I have had to take 
throughout a good many years for trying to keep the people from 
putting their fingers in the till, and I truly haven’t been successful, but 
I have tried; and all it got me was abuse.” 

He said to me, “But I am going to turn over a new leaf.” He said, 
“From now on, I am going to make me a list of all the people whose 
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(censored word) I ought to kiss, and I am going around on a check- 
list basis and do it right up to the railing.” 

And he said also to me “If you ever “quote me on the things that I 
have said and that you know that I know, I am going to say ‘that you 

ure a damn liar. 

Well, wait just a minute. When a man that I know knew the back- 
ground and the facts sat down with me and said those things to me, I 
decided then and there that maybe he couldn’t do anything and maybe 
[ couldn’t, but by God I was going to try. And now I will try to get 
my emotions, but that really burned me up. I will give you the 
man’s name but I don’t want him persecuted. 

The CuatmrMan. You do not have to give his name. 

Mr. Strerenroru. I will give it to you, sir, if you want it, and if 
you put him on this witness stand he wiil tel) you everything I am 
saying is true. 

The CuHatrMAN. You can give the name in executive session. 

Mr. Srretenroru. All right, sir. 

Mr. Davis. You told us at the close of yesterday’s session, you read 
us the first statement which you issued. 

Mr. StrerENRoTH. Yes, sir. 

Mr. Davis. You stated at the very beginning of that statement that 
the officers and directors of Mississippi Power & Light, as to all funda- 
mental and important policies have always been dominated by certain 
persons, sometimes referred to as Wall Street. Can you give us any 
specific illustrations of what you mean by that? 

Mr. StrerenroTu. Yes, sir, I can give you some specific illustrations, 
and I think that they are rather far 1 reaching; but I want to say before 
I give the specific illustrations that these are merely typical things, 
that there are many; many more, and in fact the situations that I shall 
describe just sort of permeated the whole atmosphere of the relation- 
ship of the officers and directors of Mississippi Power & Light Co., and 
its holding company, and Ebasco and even Reid and Priest. 

Let me say one thing in addition. The discussions with a partner 
of Messrs Reid and Priest usually took this pattern, when I was up 
there on financing matters: “Well, we have talked, and now I will go 
clear that with Ed ar, or Paul, or Harold,” meaning Edgar Dixon, or 
Paul Canaday, or Harold Sanders. And the understandi ing was that 
once they got approval from those folks then they had approval from 
Mississippi Power & Light Co. 

Mr. Davis. Now, I understand from what you have just said, sir, 
that the instances you are about to relate to us of domination by 
Wall Street are typical instances, is that correct? Is that what you 
meant when you said they permeated the atmosphere? 

Mr. Srierenrorn. Yes, sir. 

Mr. Davis. Can you give us some specific instances now? I ask 
you again. 

Mr. Srrerenroru. Now it will take me a few minutes. I should 
like to just relive that which I was in at the time. I can tell it better 
in that fashion than I can in any other manner. 

The Cratrman. Go ahead and do it your own way. 

Mr. Srrerenrorn. O. K. The company some years ago—well, let 
me start first, there was sent down, I am sure, from Ebasco or Middle 
South the rules and regulations and the criteria that had to be complied 
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with in order to qualify for certificates of necessity, which authorizes 
that we be allowed this rapid amortization. 

Now those rules and regulations, when they first came to my atten- 
tion there was one of our people, an engineer, and he said it had been 
sent to him. He showed it tome. The criteria is set up, it seemed. to 
me, like it was in DPA. I read over this criteria. 

Mr. Davis. Will you explain what DPA is? 

Mr. Stierenrotu. That is Defense Production Administration. I 
just call it by its short name. 

Mr. Davis. Will you explain to us very briefly what this rapid 
amortization was? 

Mr. Stierenroru. We have certificates of necessity on some $35 
million of construction. Now we did not get ore certificates. 
We got some 55-percent certificates and some 45-percent certificates. 
Altogether we will be enabled by reason of these certificates to take 
rapid amortization so that we will pay during a 5-year period, but 
actually it begins raggedly. It starts and goes over about 8 years 
because some of the construction was done ear rly and some later. We 
will actually be able to deduct amortization to the extent that we will 
not have to pay taxes during this period of some $7 million or $8 million 
in cash money. 

Incidentally, I signed the applications to DPA for these necessity 
certificates. 

Now when the criteria was first handed to me, I read it over. I 
said, “Well, what has this got to do with us? We could not possibly 
qualify under this criteria.” 

They said, “Well, the idea is that possibly we can.” I always put my 
best foot forward for my company, I can assure you of that. 

So we began to build the reasons why we would be entitled to these 
certificates which authorize this rapid amortization. I went to New 
York. DPA set up some sort of a deadline - you have just got to 
get these applications in by a certain date. I do not remember the 
date, but anyway we just worked like mad up there to get the things 
put together. 

Here is one filed on March 22, 1951, received by the National Se- 
curity Resources Board on March 23, 1951. It has to do with unit 
No. 3 of the Rex Brown generating station. It is just a very volumi- 
nous statement here. I included in here what is always the so-called 
Middle South system state. In other words, for the purpose of these 
applications we just crossed the corporate lines and just said that we 
are part of a system. 

Now, we were given some of these certificates and therefore we began 
to pay less taxes as a result of having the right to amortize this prop- 
erty. Then there came up the question of how to account for these, 
what I contended was deferred taxes. I have always contended that 
these certificates had this value to the company only, and that is the 

value of the use of the money over a long period of time, and that they 
assumed a tax rate, we will say, of 52 “percent all the way through; 
that we would withhold in a 5-year period a certain amount of taxes. 
Then we would have to give it back to the Government over about a 
25-year period with the result that whatever we withheld was in the 
nature of a deferred liability, and was certainly not profit. 

Now, that was the view that President Rex Brown at the time took, 
that Vice President Baxter Wilson took, and I as chief finance and 
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accounting officer of the company took—that what we ought to do with 
the amount of taxes withheld (some people call it a tax savings) that 
we ought to set it up in a tax reserve so that it would be available 
when we had to pay this money to the Government throughout the 
years. 

So Mr. Brown, Mr. Wilson, and 1 just simply were all of one mind. 
We found out at that time that certain State regulatory commissions 
had also held in that direction, and in other words, that it was not 
totally out of this world to do this thing that we are contending for. 
So all of us made our statements and argued the point. We had a con- 
ference in the throne room—I do not mean the throne room, but it was 
Mr. Dixon’s office. That is the way that I sometimes described it. 
Also, Mr. Rex Brown sometimes described it as the throne room. 

We had a discussion in Mr. Dixon’s office. Present at that discus- 
sion was Mr. A. E. Elliott, who is treasurer of Louisiana Power & 
Light Co., and Mr. J. L. Bodie, whom I am sure is treasurer of Arkan- 
sas Power & Light Co. Whether Mr. McCord, of New Orleans Public 
Service, was there, I do not know, but he did not have any certificates 
anyway and so he was not part of this particular feature of discussion. 

There was also in this discussion Mr. Forbeck, who is the tax 
accountant or tax expert for Ebasco. From time to time Mr. Canaday 
was there, and from time to time Mr. Tony Ceil was there, vice presi- 
dent of Ebaseo. Of course, Mr. Harold Sanders, secretary-treasurer 
of Middle South, was there. 

I was just hammering tooth and toenail to keep this money out of 
surplus account because I considered it debt, and not profit. I argued. 
I do not remember how long it went on, but it went on for hours. 

Now Louisiana Power & Light Co. had exactly the same problem 
that we had but Mr. Elliott laid this little thought on the table. He 
said, “If I take this money into surplus account, I know that my com- 
mission is going to take it away from me.” 

Mr. Davis. You mean because it would represent profit ? 

Mr. Srrerenroru. That is right. 

And with that statement a decision was reached that he ought to go 
to his commission and ask for an order which authorized him to treat 
it as I wanted to treat ours. That meant to set it up as a deferred 
liability. 

Senator Kerauver. That is as to Louisiana ? 

Mr. StrerenrotH, Yes. They had exactly the same problem as we 
had. 

Now as to Mississippi Power & Light Co., after we had all had 
our say—and I want to repeat that Mr. Brown and Mr. Wilson and 
I were all of one mind—then the matter was finally just submitted to 
Mr. Dixon. He made a decision, and the decision was that we should 
take this money to surplus account. With that, all discussions as to 
Mississippi Power & Light Co. stopped. That was the end of that. 

So also in the picture was Arkansas Power & Light Co. 

Mr. Davis. May I interrupt you for just a moment. Did you object 
to that decision ? 

Mr. StrerenrorH. You mean did I—I had argued for my viewpoint 
all day long. 

Mr. Davis. Could you have objected, and would it have helped ? 

Mr. Stierenroru. After Mr. Dixon had made a decision, it would 
just have been asinine for me to open my mouth again. 










































































































































949 POWER POLICY—DIXON-YATES CONTRACT 


Mr. Davis. Will you go ahead, sir? 

Mr. Srizrenrorn. Also in that picture was Arkansas Power & 
Light Co., and they had a similar problem. In Arkansas they have 
over there what they call a rate base and they also have an account 
or statement which they set up to show whether or not they are 
earning the allowable return that the commission over there allows. 

Now that statement that they carry forward, as I understand it, 
month by month, is something about like this: “Here is how much we 
earned and here is how much was allowed and here is the difference 
which may be a deficiency or an excess.” 

Then the Commission gets, as I understood it, as to what would be 
done if there is a deficiency or an excess. They were in at that time, 
according to what was said at the table, in a deficient earning posi- 
tion. The question arose of whether or not it would be good strategy 
to go to that Commission anc. ask them to authorize them to set this 
up in deferred taxes when they were actually withholding it on their 
income-tax return. 

They thought that perhaps the Commission would say, “Well, you 
surely are not going to put yourselves in a position here to get a rate 
increase and be deferring taxes at the same time.” So the decision 
was reached, as I understood it, that they would carry it into surplus 
just exactly like we did. 

Now that is all that happened, as I recall it, on that occasion. 

Mr. Davis. May I interrupt you for just one moment. I would 
like to recapitulate some of this so that it becomes clear. I would 
like to get at the true import of this story that you are telling us, sir. 
Will you correct. me if I misstate it ? 

Is it your testimony, then, that as a result of this rapid amortiza- 
tion the problem arose as to what to do with this money? And it was 
your judgment, am I correct, sir, that this money under sound account- 
ing principles properly belonged in a reserve for deferred taxes be- 

‘ause that is what it really represented ? 

Mr. Strerenroru. That was my opinion. 

Mr. Davis. And you were ordered, by Middle South Utilities, to 
put it into an earned surplus account; is that correct? 

Mr. Strerenrotu. That is correct. 

Mr. Davis. Which would make it available for dividends; is that 
correct ? 

Mr. Strrerenrotn. That is also correct. 

Mr. Davis. And Middle South Utilities owns all of the common 
stock; is that correct ? 

Mr. Strerenrotu. They own every last share. 

Mr. Davis. And you were compelled to overrule your sound judg- 
ment, as principal finance officer of the company, as to what to do with 
this money ¢ 

Mr. Stierenrorn. Exactly that, and also the president and the vice 
president. 

Mr. Davis. And the three of you, in your combined judgment, were 
overruled and told to put this money in a surplus account which made 
the money available for the payment of dividend rather than in a 
reserve for accrued taxes where you thought it properly belonged; is 
that correct ? 


Mr. Srierenroru. That is correct. 
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Mr. Davis. And at the same time and in the same meeting one of 
the other operating companies with the same problem, Louisiana, was 
told to put the same type of money in a different account, the reserve 
for deferred taxes, is that correct ? 

Mr. Srrerenroru. They were told to go and ask the Commission to 
give them an order authorizing them to do it, and I know that that 
was done. 

Mr. Davis. Can you explain the reason for the different rulings in 
both cases although the problem was the same ? 

Mr. Srrerenroru. I think that I have already touched upon it. I 
had no commission down in Mississippi to support our viewpoint at all, 
and apparently Mr. Elhott had that. It was a strong leverage to 
make the decision toward deferred taxes because if it had gone into 
surplus, that means that income would have been up; and if income 
is up, the commission will have the power to reduce rates. 

Mr. Davis. That was true in Louisiana, but it was not true in 
Mississippi ¢ 

Mr. Stierenroru. That is right. 

Mr. Davis. Now, did you put this money in an earned surplus ac- 
count as you were instructed to do? 

Mr. Srierenroru. I certainly did. 

Mr. Davis. And you said when I interrupted you that that was all 
that happened at that time? 

Mr. Srierenroru. That is right. 

Mr. Davis. Were you going to continue with this story? 

Mr. Srrerenrorn. All right. ‘That was all that happened at that 
meeting, as I recall it. As I say, the decision was reached with a lot 
of people. I want to make this point because it is just part of what 
| am trying to say; that whenever I sat down in one of these con- 
ferences—I want to name one other person that was in that meeting, 
Mr. Cy Youngdahl, with Haskins & Sells. 

Mr. Davis. Who were Haskins & Sells representing at that meeting? 

Mr. Strerenroru. They audit the books for all of us, including the 
holding company. And Mr. Youngdahl—— 

Mr. Davis. Who paid them; do you know ¢ 

Mr. Srierenroru. We all paid them, so far as I know, and I know 
we did, 

Now, Mr. YoungdahI—I am getting a little off my story but I do 
not want to forget that. Mr. Youngdahl participates in these dis- 
cussions just about like we, the principals, do. That is all that I 
recall that happened at that time, except one thing. I said to Mr. 
Youngdahl after that meeting—I got him down in a little private 
office and I said to him, “Now, Mr. Youngdahl, aren’t we getting just 
a little bit flexible here? In other words, I understand that you are 
perfectly willing in the rapid amortization and we are going to with- 
hold about $500,000 during a year, the first year, and then some more 
and then get bigger as the properties get bigger.” 

I said, Mr. Youngdahl, you mean to say to me that you can certify 
my accounts whether the net income is $500,000 more or less?” 

That would have been exactly the effect of it. He said, “Well, I 
wish that you would not put it in just those words, but I will suitably 
footnote these things so as to make it clear to the reader exactly 
what you are doing.” 
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Now, I believe that I am ready to go. 

Mr. Davis. May I interrupt you for just one moment, sir? You 
say that you did carry this money into an earned surplus account? 

Mr. Srierenrorn. Yes. 

Mr. Davis. How much money was it? 

Mr. SrierenrorH. Well, it was $538,000 during the first year, and 
altogether during about 10 months of the second year there was an- 
other $500,000 carried on to surplus. 

Mr. Davis. And we are talking about the transfer of $1 million, 
approximately; is that correct ? 

Mr. Srierenrorn. We are talking about at the moment the $1 mil- 
lion. That is, $538,000 in 1 years and then about $500,000 in the next 
year for about a 10-month period, and that will bring me up to the 
second phase of the rapid amortization proposition. 

Mr. Davis. Just one moment. Over a period of all of the years, 
how much would it have amounted to in total ? 

Mr. Strerenroru. Between seven and eight million. 

Mr. Davis. Between seven and eight million was involved in these 
accounts ¢ 

Mr. Srierenroru. It would have been if we had not changed our 
policy. 

Mr. Davis. Will you go on, sir? 

Mr. Strierenrorn. Now, I had done exactly what was required of 
me to take this money into surplus. I felt so strongly that it was not 
profit but debt, and had no business in the world in surplus account. 
And, gentlemen, if Middle South had ever touched one dime of that 
money, why I would have been up here or somewhere else a long time 
ago, because I had made up my mind that we were not going to pay 
out dividends of debt. 

All right. They did not touch it, but it had the effect of sort of if 
you put money in surplus account, just good judgment tells you not 
to use up all of your surpluses. And whenever you can get money in 
there, it tends to float the rest up to the top so that you can get 
dividends. 

Now, I had sort of quit thinking about the thing and there was no 
effort to take any part of the rapid amortization debt, as I called it, 
out of the company. Then one ds ay Mr. Sanders called me up and 
said, “Well, what would you think about now doing the other thing ?” 
and what that amounted to. 

Mr. Davis. What do you mean by “doing the other thing” ? 

Mr. Srrerenroru. Going back and doing exactly what we were all 
contending for in the first place, to ‘conserve this money. I said, 
“Well, Harold, that is exactly what I have been saying all the time. 
I should like to say my interpretation of ‘What do you ‘think ?? 

There was a time about 1935 and a few years thereafter when these 
good folks up there said to us, “We suggest for your consideration, 
with deference, that they meant pretty well just what they said.” It 
was just those words, as you would interpret them out of the diction- 
ary. But as the years have gone on and /on and on, and up until this 
explosion, it got so “we suggest with deference for your consideration” 
was just literally and simply being wrapped up in a lead pipe. 

Now we come back to our discussion about rapid amortization. It 
defended that for some reason, and what it was I do not know. I think 
that if you want me to tell what I think, that they just decided that 
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they were not going to be able to take that rapid amortization tax 
money out of this company. So it was beginning to embarrass the 
surplus account because this thing is going to build op over a period 
of years until $7 or $8 million isin there. It is certainly no advantage 
in having $7 or $8 million in there if you can’t touch it. 

Now, I say “can’t touch it.” I donot know what they can do. I can 
say this: That if they had ever tried to take any part of that money out 
of this company, why I would have revolted on that occasion rather 
than the current one. 

O. K. Now Mr. Sanders had a change of mind. Now we were going 
back and do that which all of us—Mr. Wilson and Mr. Brown, and I— 
had been contending for in the first place. Louisiana had already got- 
ten an order and now the plan was to get a similar order out of the 
Arkansas commission, which they applied for and got. Then these 
two commissions having approved this sort of treatment of this item— 
that is, conserving it, which was in my mind sound and proper and it 
should not have been anything else ever—then although we had no 
State commission and such jurisdiction as we had came directly from 
FPC, it would seem reasonable. FPC would have to go along with- 
out treating the thing the same way as Louisiana started off, and 
Arkansas had subsequently adopted. 

So we now reversed out of surplus account about $1 million—that 
is, 5388 which had been in surplus—as of the end of the year. That 
was certified to by Messrs, Haskins and Sells, with a footnote. Then 
about 10 months into the next year, that we had been carrying in on 
our monthly operating reports, it had run up to around about $1 
million. All that had to be undone and set up in the reserve. 

So the point that I particularly want to make as to the second part, 
while I agree absolutely with what was done, I had no part in reaching 
the decision. 

Mr. Davis. And you cite this, then, as a specific instance of domina- 
tion of the officers and directors of your corporation by Wall Street ? 

Mr. Srterenroru. I do. 

The CuHarrmMan. Just a moment. Who decided on the dividend 
rate ¢ 

Mr. Davis. Just in general, sir, who did decide what the dividend 
rate was to be? Can you tell us that? 

Mr. Srrerenroru. Let me tell you actually who decided it. 

Mr. Davis. All right, particularly who decided it. 

Mr. Srierenroru. Actually, we have not always paid a 9-percent 
dividend. However, I believe it is true—and I have a paper here that 
I can refresh my memory with—that since about 1946 we have been 
paying 9 percent. Now prior to 1944—and I have made speeches to 
our employees in sort of defense of our 9-percent payment to the 
holding company—we did not pay any dividend on the common stock 
held by the then Electric Power & Light Corp, for a period of about 
13 or 14 years. 

Now, I have figures that show to me that this happened, that when 
this company was organized back in 1927 the accounts were written 
up some $10 million. Then for the first few years of operation divi- 
dends were paid out on the basis of the stock issued as a result of that. 
writeup. The figures that I have, and I have gone back and recon- 
structed the income account, show to me that the small amount of 
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money that the holding company, the then holding company, had in 
this business was less than $2 million. 

I have seen a breakdown of what we call the basket, and it seems to 
me that they had $1,600,000 or $1,800,000 in this business. 

I believe that you can sit down and reconstruct the income accounts 
for those early years on any sort of a sensible basis and you will find 
that this happened, that the common stockholder had $1,600,000 or 
$1,800,000—or less than $2 million—of money and that they drew 
dividends out of this business so as to withdraw that capital out of 
this business, with the result that we were merely a shell. They still 
held the certificates. 

Now, that went on for many years and in 1943 or 1944 the Federal 
Power Commission required that we delete this water. The shares 
had to be surrended. You reconstruct these accounts back on the basis 
of the way that the Federal Power Commission finally determined 
was appropriate, and you will find—or I believe that you will find— 
that $2 million that was put in this business in cash money was also 
withdrawn out of this business, and that there was never anything 
left. 

The CHatrrmMan. What year was it that you had to take out the 
water # 

Mr. Srrerenrotn. We took the water out in 1943 or 1944, under 
orders of the Federal Power Commission. Now our depreciation 
reserve, for instance—and this is the principal device that was used to 
make the books show that there were earnings when in truth there 
were none—there was nominal depreciation set up during those early 
years. As a matter fact, the income accounts would be prepared in 
trial form and then determined what was going to be published after 
you determined mer much the earnings had to be. 

Incidentally, I am coming to your question, sir, my predecessor 

Mr. Davis. NM ay I interrupt you for just one moment. I just wanted 
to ask you if you will please come back as soon as you can to the ques- 
tion of how dividend rates are determined and how the 9 percent— 
is that the rate—was fixed. 

The CHatrMaN. I am interested in what he was saying. You can 
keep on going. 

Mr. Srrerenroru. My predecessor in office, who was a certified 
public accountant, and a man for whom everybody must have a great 
deal of resnect for both his ability and integrity—he just sort of set 
himself up as a champion or the defender of the bondholders. My 
predecessor’s health was broken and he left the company. The strain 
was just too much for him. But he later worked for Messrs. Haskins 
and Sells as a certified public accountant, and he later was in private 
prectice on his own. 

Now you say, if they broke him, why didn’t they break me? In 
the meantime. the Public Utility Holding Company Act had been 
passed. As T have testified, for the first few years I was fairly happy 
in my job. T could make the decisions, or at least I could agree with 
those that were made. 

Now, if the Federal Power Commission had said to us on January 
1, 1937, when it had the power to do so, to prove up the adequacy of 
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your depreciation reserve, it is my judgment that this company would 


have been a 77—B case, which means a case for the bankruptcy courts. 


But the Federal Power Commission, in a very statesmanlike manner, 
did not get on to this company at that time. 

There was no use to just ride us to death for the past since—and I 
believe in my heart that they set up there and watched the progress 
that we were making; and we were certainly making progress toward 
compliance with the Federal Power Act—they he ud waited some 13 
to 14 years before they said to us, “Please tell us what progress you are 

aking in regard to getting on depreciation accounting and tell us 

hat studies you have now to present to us to show the adequaci les of 
the reserve.” 

Now, that is a long story that perhaps I had better depart from at 
the moment. Let me answer your particular question. 

Mr. Davis. May I restate that for just a moment? May we reserve 
your story about the depreciation, and can you now give us some 
insight into how dividend rates are fixed in this company and how 
the figure of 9 percent was arrived at ? 

Mr. Srrerenrorn. All right. A good many years ago, apparently, 
from this paper that I have. 

Mr. Davis. What is that paper that you have? 

Mr. Srierenrorn. This is a paper that shows all of the dividends 
iit the company has paid throughout the history of the company. 

Mr. Davis. All right. 

Mr. Srrerenrorn. About 1946, Mr. Paul Canaday who at that time 
was a vice president of Electric Power & Light Corp. was down in 
Mississippi and we had a discussion as to dividends. When I say 
“we,” there was present at this discussion I know that was there, Mr. 
Canaday, Mr. R. B. Wilson, and myself and possibly Mr. W. I. Hill 
who was assistant secretary-treasurer and who, I understand, is my 
successor. If he was not actually there at this occasion that I am going 
to describe, then he had the same words with Mr. Canaday because 
he has told me so in the last 30 days. 

All right. They came up for discussion. The matter of 9 percent 
dividends was brought up by Mr. Canaday. I know that Mr. Wilson 
and I were shocked to think that we were going to undertake to pay 
such a dividend. We argued that we could not do it. It was polit- 
ically inexpendient to do it. After we had just argued the point at 
some length, I think that Mr. Canaday was in exasperation with us. 
To lend emphasis to his words, he just sort of set aside the papers that 
he had and he said to us words of this nature: He said, “You have 
said that you do not know whether or not you can pay 9 percent or 
not.” And we had said that. 

He said, “Well, frankly, I do not know, either, but I will tell you 
one thing. We are going to find out because we are going to try. 
And I will tell you something else. Ifthe old cow can’t give the milk, 
we will just butcher her.” 

Mr. Davis. Who is Mr. Canaday ? 

Mr. Srrerenrorn. He is presently a vice president of Middle South 
Utilities, Inc. At that time I believe that his title was vice president 
of Electric Power & Light Corp. 





YAS POWER POLICY—DIXON-YATES CONTRACT 


Mr. Davis. Who was the old cow? 

Mr. Strerenroru. The old cow was the Mississippi Power & Light 
Co. 

Mr. Davis. May we adjourn until tomorrow ¢ 

The Cuarrman. This committee is now going to adjourn untu 10 
o’clock tomorrow morning, in honor of the memory of Senator Mc- 
Carran, 

(Whereupon, the committee recessed until 10 a. m., Thursday, 
September 30, 1954.) 
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THURSDAY, SEPTEMBER 30, 1954 


Untrep States SENATE, 
SuBcoMMITTEE ON MonopoLy AND ANTITRUST 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 424, 
Senate Office Building, Senator William Langer (chairman), 
presiding. 

Present: Senators Langer and Kefauver. 

Present also: Senator Butler. 

Also present: Mr. Sidney Davis, counsel to the subcommittee. 

The Cuarrman. The committee will come to order. 

You may proceed, Mr. Davis. 


TESTIMONY OF J. D. STIETENROTH—Resumed 


Mr. Davis. Are you prepared to proceed ? 

Mr. Srrerenrotu. Yes. 

Mr. Davis. The other day you testified that a Mr. W. T. Wynn had 
proposed that a fund of $125,000 be set up to tell the truth in Memphis 
papers through paid ads about the Dixon-Yates contract. 

In order to ) clarify that statement, and so that there will be no mis- 
apprehension about your testimony, I would like to ask you now 
whether such a fund ever was set up. 

Mr. Srrerenrorn. I did not testify, nor did I intend to say that I 
had knowledge that such a fund had been set up. 

However, I will also add that I don’t know that it wasn’t set up. 

Mr. Davis. In any event, your testimony was simply that a pro- 
posal had been made; is that correct ? 

Mr. Strerenrorn. That is correct. 

Mr. Davis. And you know nothing about any such fund being set 
up; is that correct? 

Mr. Stterenrotu. That is correct. 

Mr. Davis. Yes. sir. 

To take up the thread of your testimony, if I may recapitulate your 
closing testimony with you, yesterday I had asked you whether you 
could give us any specific instances of w hat you meant by domination 
by Wall Street.» You had related to the committee the story of what 
happened with the keeping of accounts with regard to certificates 
for rapid amortization; is that correct? 

Mr. Stierenroru. Yes, sir; I so testified regarding that matter. 
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Mr. Davis. Was it your testimony, sir, that a certificate for rapid 
amortization had been granted to the Mississippi Power & Light Co. 
as a result of which certain funds were made available to the 
company ¢ 

Mr. Stierenroru. There were certain deferred taxes resulting from 
our having these certificates. 

Mr. Davis. As a result of this certificate being granted, you were 
confronted with the problem of whether to carry these amounts as 
deferred taxes or as a profit; is that correct? 

Mr. Srrerenrornu. That is correct. 

Mr. Davis. I believe you testified, sir, did you not, that it was the 
combined judgment of the president of Mississippi Power & Light, 
the vice president, and yourself, as the principal financial officer, 
that this should be carried in a reserve account for deferred taxes? 

Mr. StrerenrorH. That is correct. 

Mr. Davis. You were convinced of the soundness of that judgment ? 

Mr. Srirerenroru. That is correct. 

Mr. Davis. And I believe you testified, sir, did you not, that the 
three of you journeyed to New York and conferred for a day or two 
with the top officials of Middle South Utilities at a meeting at which 
were also present a representative of Haskin & Sells, Reid & Priest, 
the attorneys, and Mr. Forbeck, Ebasco; is that correct, sir? 

Mr. Srierenroru. That is correct, except to this extent: That I am 
not certain that both Mr. Brown and Mr. Wilson were in that room 
with me at any single time. I think that one or the other of them 
were actually in New York and I know that they were making their 
plea to handle this thing exactly the way that we had agreed before I 
left Jackson, that it should be handled, and that is, to set these amounts 
up in reserve taxes. 

Mr. Davis. And after you had presented the combined views of the 
principal officers of Mississippi Power & Light, sir, that this should 
be set up as a reserve for deferred taxes, you were instructed, or ordered 
by Mr. Dixon, I believe it was, or Mr. Sanders of Middle South Util- 
ities, to set up an earned surplus account; is that correct, sir? 

Mr. Srierenrorn. After what we might call the combatants on a 
rather equal level had argued about this thing for hours on end, the 
matter was presented to Mr. Dixon, and having presented it to him 
he came back with his answer and his answer was that it should be 
carried into earned surplus account and, of course, once Mr. Dixon has 
spoken, that is the end of all argument. 

As a matter of fact, I felt at that time it was almost as if the matter 
had gone to a jury in a court and he had said what he thought and 
that stops all the argument. 

Mr. Davis. In any event, sir—and I just want to recapitulate your 
testimony with you—you testified that you people, the principal offi- 

cers of Mississippi Power & Light, thought that this money should 
go into a reserve for deferred taxes; is that correct ? 

Mr. Stierenroru. That is right. 

Mr. Davis. And you were ordered instead to put it in an earned 
surplus account; is that correct ? 

Mr. Strerenroru. That is right. 
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pid Mr. Davis. And the effect of putting this in an earned surplus 
Co. account was that the money would be available for the payment of 
the dividends; is that correct ? 

Mr. Strerenroru. Earned surplus is available for dividends. 

‘om i Mr. Davis. And the principal, and, indeed, the only common-stock 
holder of that company was Mr. Dixon’s company, Middle South 
Utilities; is that correct ¢ 

Mr. Srierenroru. That is correct. 

Mr. Davis. And you also testified, did you not, sir, that the Arkansas 
& Louisiana Co., the other operating companies of Middle South Util- 
ities, had a common problem in the same respect; is that correct ? 

Mr. Srizrenrotru. That is correct. 

Mr. Davis. And was it your testimony, sir, that Arkansas Power & 
Light with precisely the same problem, was ordered to take a different 
solution to this accounting problem ¢ 

Mr. Srrerenroru. Not Arkansas. 

Mr. Davis. Was it Louisiana? You correct me, sir. 

Mr. Strerenrotu. It was Louisiana. 

Mr. Davis. And what was Louisiana ordered to do with the same 
problem ? 

Mr. Strerenroru. Mr. Elliott of the Louisiana company made this 
statement in the conference room there in Mr, Dixon’s office that if this 
m money flowed into earned surplus account as profit, that they could just 
m be assured that the State commission down there would take it away 
m ; from them, and he advised against it. 
ir And the result was that the decision was made, and I say it was made 
by Mr. Dixon—that this money as Louisiana Power & Light Co. should 
be set up in deferred taxes and that Mr. Elliott was to go to his com- 
mission and get an order authorizing such treatment. 

Mr. Davis. Was that decision made by Middle South Utilities or was 
is made by Louisiana ? 

Mr. Srierenrotu. It was made just exactly like the decision as to 
Mississippi Power & Light Co. 

The whole business was subitted to Mr. Dixon for his decision. 

Mr. Davis. Then in summary, sir, is it accurate to say that you were 
ordered against the better judgment of you, the principal officers of 
Mississippi Power & Light, to put this into an earned surplus account 
where it would be available for dividends, rather than into a reserve 
for deferred taxes where you thought it properly belonged? Is that 
it, sir? 

Mr. Srrerenrotu. That is the effect of what happened. 

Mr. Davis. I don’t want you to tell us the whole story, sir. We have 
had it. Iam just trying to pull this together. Finally, sir 

The Cuarrman. He did not answer your last question. You inter- 
rupted. He said this is the effect. You did not answer that question. 

Mr. Strerenrotu. What I am trying to say, Senator, is that Mr. 
Dixon never simply said to me, “You are hereby ordered to do these 
things.” No such words have ever passed between Mr. Dixon and 
myself, or Mr. Brown, I am sure, or Mr. Wilson. 

But the result is exactly the same, sir. 


the 
ht, 
er. 


1t ¢ 


he 
VO 
ch 
st 





TRE Ai in CE la 


—_ 


ts 


«SOM, 


at ahi lite. ae ait es ec aii 





" 
st 

a 
2 





252 POWER POLICY—DIXON-YATES CONTRACT 


Mr. Davis. Let me ask you this, sir, Can you give us any other 
specific instances of what you mean by domination by Wali Street 
arising out of your own experience as a principal officer of Mississippi 
Power & Light. 

Mr. Srierenrorn. Yes, sir; I can. 

As a matter of fact, the transaction that I shall now describe was 
another one of the principal reasons for my bolting when I did. 

One day about a month ago, or a little more, Mr. Wilson who had 
just recently been elected president of the company, called me on the 
phone and asked me to come to his office and he told me that it had been 
decided to call or refund the $6 preferred stock. 

He had on his desk there a memorandum of a few items of infor- 
mation such as the time I was to get into New York City to do this 
thing—that is, to proceed with the transaction—and a few other items 
of information relating to the call or refund of the preferred stock. 

This memorandum that Mr. Wilson had on his desk, which he 
handed to me, and it is down there in the records of Mississippi Power 
& Light Co. right at this moment, I am certain—and I can tell you 
where it is: Mr. C. L. Stevenson has that little memorandum—he 
had just taken this over the telephone from Middle South Utilities 
office, and the thing he said to me is that “You ought to keep up a 
prospectus or the information for a prospectus and you ought to go to 
New York and be there on a certain date to proc eed with this trans- 
action.’ 

Of course, I cussed a little bit about the shortness of time in connec- 
tion with all the information that has to be developed in respect to a 
prospectus, but I said, “I shall do the best I can.” 

So I went on back to my office and I proceeded to develop the infor- 
mation that was needful to go into a prospectus. 

That is the first time that I heard anything about calling the $6 
preferred stock. 

As a matter of fact, a couple of days before that happened there 
was a man from Boston—I can’t recall his name, but I have talked 
to him on the telephone and it is also in the records down there—asked 
me this question: He said, “I know you are not going to tell me any- 
thing that gives me any inside track because I have talked to you on 
other occasions, but you will do me the favor of telling me whether 
or not there is anything on file or pending in connection with the call 
of the $6 preferred stock because I am about to buy some with some 
trust funds that I have.” 

I said to the gentleman, “No, sir; I have talked to you on several 
other occasions, and I can tell you that there is nothing pending and 
so far as I am presently concerned nothing even thought of in respect 
of calling or refunding this preferred stock.” 

In the meantime, I found out that we had been just literally and 
simply pushed into the matter of calling the $6 preferred stock. I 
believe it was Monday—and there is a telephone ticket down in the 
office of Mississippi Power & Light Co.—I had to call that man 
back and say to him, “Sir, when I talked to you a couple of days ago 
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and told you this, I wasn’t lying to you. I just simply didn’t know. 
But, as a matter of fact, we do now have that. 1 just found out about 
a program for calling or refunding all of the $6 preferred stock.” - 

You can just imagine how embarrassed I was. The principal 
financing and accounting officer of this company to have to call that 
man and tell him I didn’t know a damn thing that was going on in 
our company with respect to such an important matter. But, never- 
theless, I did it. 

At about the same time there also came into the office a letter from 
a $6 preferred-stock holder and said, “I have 2 shares that I want to 
sell. Do you know how I can get rid of them ?” 

I had a couple of hundred dollars and the $6 stock is a good invest- 
ment, so I wrote the man back and said, “I will buy them myself and 
| will give you $110 for them,” which was approximately the market 
price at the time—not approximately ; it was exactly the market price 
on them at the time—and it also represented the call price. 

In the meantime I found out that they were to be called and I had 
written this letter to the stockholder who had these 2 shares and I 
told him to just draw a draft on me for $220, and that I would pick 
it up with the 2 shares attached to the draft. 

So when it came in I did pick it up. Anybody with any sense in 
the world would not have bought these two shares when an order had 
already come down to call them or refund them. 

It was just simply a foolish thing on my part to buy them except I 
was totally ignorant of the fact that they would be called. 

That will give you what I knew about the thing as it started . 

[ hope you won’t publish my sitting here crying, but it hurt my 
feelings. 

That is all I knew about the beginning of the transaction and I was 
the principal accounting and financing officer of this company. 

So I proceeded with my knitting, which was the matter of devel- 
oping the data, both financial and facts, for the registration statement 
and when I got it developed I shipped it off to Ebasco Service, Inc., in 
draft form. 

In the meantime either Ebasco or Reid & Priest sent down to us a 
form of resolution to be passed by the board of directors authorizing 
the transaction which was already in motion. 

Among other things that were sent to me were some blank signature 
papers for a registration statement. When this registration statement 
was finally filed, there were some 35 or 40 pages of printed matter that 
was both before the signature pages or annexed thereto, which became 
a part of this registration statement. 

At the time that this matter was presened to our board of directors, 
we had two things before us. A proposed form of resolution, and this 
one single page headed up “Signatures, page 11-7” that is all we had 
in Jackson, Miss. 

Mr. Davis. I think we ought to put that in the record as an exhibit. 

The Cuamman. It is ordered as exhibit 8 and submitted. 
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(The exhibit referred to follows :) 


SIGNATURES 


Pursuant to the requirements of the Securities Act of 1933, the registrant has duly caused 
this registration statement to be signed on its behalf by the undersigned, thereunto duly author- 
ized, in the City of Jackson, and State of Mississippi, on the 2ndday of September, 1954 


MississipP1 Power & Licur Company 


1. Brown @emsigenrx 
(Chairman of ths Board) 


Pursuant to the requirements of the Securities Act of 1933, this registration statement has 
been signed below by the following persons in the capacities and on the dates indicated. 


(Signature) (Title) (Date) 


Principal Executive 
Officer and 
Director September 2, 1954 


. Brown | POeRtKtonx | Bree ere 


irman of the Board) 


Principal Financial and 
Accounting Officer 


September 2, 1954 


ed 


Mr. Srierenrorn. I had called a board of directors’ meeting back 
in August. So I had these signature pages and some of them were 
signed before the meeting—some of the directors signed before the 
meeting—and some during and some afterwards. 

As a matter of fact, Mr. Dixon was not at that particular meeting 
and this signature page was sent off to New York without his sig- 
nature on it, but it is on there now and somebody got him to sign it up 
in New York. Who did it, I don’t know. 

As I presented this signature page to our directors, one of them 
said to me, “What is this I am signing?” 
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t 
| As I say, I got several of the signatures on there and placed my 


own signature on there opposite a descriptive title of treasurer, prin- 
ipal financial and accounting officer. 

At the meeting this resolution authorizing that transaction which 
had actually been initiated not before the Securities and Exe hange 
Commission, but in fact, the mechanics had been underway for a 
vood many days, this resolution was adopted verbatim as it was sent 
down to us in suggested form. 

After the meeting had been finished and the transaction had been 
formally approved by the board of directors and the signature page 
was signed with everybody’s signature on it except Mr. Dixon’s, I 

hippe 1d the signature pages off to, I think it was Ebasco; however, it 
might have been Reid & Priest, because sometimes I sent them to one 
and sometimes to the other. 

Mr. Davis. Would you tell us who Reid & Priest are again? 

Mr. Strerenroru. Reid & Priest is a firm of attorneys w hose address 
s 2 Rector Street, New York, which is the same address as Ebasco 

nd Electric Bond & Share and Middle South Utilities and also 
Messrs. Haskins & Sells have offices in that same building. 

Mr. Davis. Do Reid & Priest represent Ebasco; is that your point ? 

Mr. Strerenroru. Frankly, I don’t know who Reid & Priest repre- 
sent, or who all they represent. I have noted that when a partner or 
member of that firm would be sitting in conference with me I just 
looked and said “I wonder if this man is taking money from me and 
Bond & Share and Ebasco and Middle South Utilities at one and the 
same time.” 

As to that I could not answer you. I don’t know. 

Anyway, I shipped this blank signature page off to either Reid & 
Priest or Ebasco, wthout Mr. Dixon’s signature, and the next time 
[ saw it his signature was affixed. 

From the time that I shipped this signature page off up to New 
York, I did not see it any more until it had been attached to this 
registration statement, and it had been filed. 

If you will let me tell you, I went to New York at the appointed 
time when I had been instructed to report to the offices of Middle 
South Utilities to proceed with this call of the $6 preferred stock. 
But the first day that I was up there I was having lunch with Mr. 
Raymond King, that I recall, and Mr. Paul Hallingby, and someone 
else I just don’t remember. I don’t remember who was the third one 
at the table. 

Mr. Davis. Who was Mr. King? 

Mr. Stretenrotu. Mr. Raymond King is an Ebasco man who acts 
as a sort of secretary to the meetings and he deals with the printers 
and it puts all this stuff together. 

The lawyers and the accountants and all work, but Mr. Raymond 
King takes it all and gets it printed and sees that it is set up in 
proper form. 

And even when it is finally sent down to SEC, Mr. Raymond King’s 
office handles it. 

We were at lunch on the first day I think I was up there, and I 
named two of the people at the table, and there was a third one, but 
I don’t remember who it was, and I had expressed no opinion whatso- 
ever about what I thought about the call of the $6 preferred stock. 
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I doubt whether I ever would have expressed an opinion about it. 
But somebody at that table asked me what I thought. about it and I 
told them and they nearly fell out of their chairs. I said something 
to this effect: that first, I thought it was a mistake from the standpoint 
and the viewpoint of common-stock holders to call these shares, and 
I thought it was an unconscionable act as it related to the $6 preferred 
stockholders. 

In view of the fact that it had the stamp of approval those people 
looked at me as if they thought I had gone out of my mind to say such 
a thing under those circumstances. 

As I say, I wouldn’t have said it if they had not needled me and not 
asked me. I would have just gone right ahead with my knitting and 
let it go. 

On another occasion, Mr. Raymond Kind said to me, “What do you 
think about the calling—I know you have already told us at. lunch that 
day,” and I believe that is all I can remember about that except when 
I went back to Jackson 

Mr. Davis. May I ask you just a few questions, sir? 

You have been telling us about a call of preferred stock. Will you 
explain what that is? What do you mean when you recalled the 
preferred stock ¢ 

Mr. Stierenrorn. We have about 2,100 stockholders; 1,125 of them 
are in the State of Mississippi, and a goodly number are also in the 
States of Alabama and Georgia and Tennessee and Texas and 
Arkansas. 

Not in total number of shares that is held in our area; that is, not 
the largest amount of shares, but the largest amount of stockholders 
are down there. 

Mr. Davis. You mean preferred stockholders ? 

Mr. Strerenrotnu. Yes. 

Mr. Davis. The common stock is owned entirely by Middle South 
Utilities ? 

Mr. Srierenroru. Exactly; every share of it is. This $6 preferred 
stock has been outstanding from about 1927 some of it, 1928, 1929, and 
1930—I would not want to say exactly how long. It can vote. Ninety- 
eight percent of the voting control is in Middle South, but these shares 
can vote with respect to all matters except the call of 

Mr. Davis. May I interrupt you for just one moment? There are 
two classes of voting stock, is that correct, the preferred stock and the 
common stock ? 

Mr. Stierenrotu. The $6 preferred stock. 

Mr. Davis. The $6 preferred stock? 

Mr. Strerenrorn. And the common stock. 

Mr. Davis. And how many voting shares of common stock are 
there ? 

Mr. SrrerenrornH. 2,600,000. 

Mr. Davis. All owned by Middle South ? 

Mr. Stierenrorn. All owned by Middle South. 

Mr. Davis. And how many shares of $6 preferred voting stock? 

Mr. Srrerenrotu. 44,476. 

Mr. Davis. All right, go ahead, sir. 

Mr. Srierenroru. I have missed the thread of my thought. 

The Cuarrman. Would you read the question ? 
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(Pending question was read by the reporter. ) 

Mr. Srrerenroru. What I mean by the recall of the preferred stock 
is this: The common stock has the power to vote upon and actually call 
the $6 preferred stock any time it sees fit and the $6 preferred stock 
is totally and completely powerless to vote upon that matter at all. 
Actually this vote has not been taken by the common-stock holders. 
That is a part of the program and at a certain time in the future from 
the time we initiate this thing it was with the understanding that 
there would be a meeting called and the only stockholder that was 
entitled to attend and vote at that meeting would be the common-stock 
holder. Actually that had not been done when I was fired on Septem- 
ber 22. 

Mr. Davis. Can you explain to us, sir, what the process of calling in 
the preferred stock is and what it means and what affect it has upon 
the preferred-stock holders ? 

Mr. Srrerenrorn. The calling of a $6 preferred stock means just 
this: The first thing, the $6 is somewhat higher than the present mar- 
ket of the company and our credit rating. 

Mr. Davis. What do you mean by $6? 

Mr. Stierenroru. $6 per year per share. It is a no-par stock, is the 
way I put it. However, it has a stated value of $100 a share, a liqui- 
dation value of $100 a share and a call price of $110 a share. 

What I mean by calling the stock is just this: We have these 2,100 
stockholders, and the plan was to do this; to the extent that it was 
possible to do, not actually call it but to exchange it. That is, to go to 
the $6 preferred-stock holders and explain to them that the present 
current market on a share of stock such as they have is such that it is 
just not justified in paying quite $6 a year on it and offer them a $5 a 
share in money and a new share predicated upon a market price of 
$1,500; therefore it would have a dividend rate that related to a cer- 
tificate of value at the current market of $1,500. 

That first would be offered to the $6 preferred stockholders. All of 
them who accepted it would have their shares exchanged. Those who 
refused to accept it would have the hammer fall on them and their 
shares would be taken away from them by an actual call and pay- 
ment of $110 plus acerued dividends per share. 

Funds that would be needed for that purpose would be secured by 
selling some new shares into the market. 

Mr. Davis. Is this call beneficial to the preferred-stock holders? 

Mr. Strerenroru. No, sir; it is not beneficial to the preferred-stock 
holders. 

Mr. Davis. In effect is it correct to say that they were being asked 
to hand in their stock certificates and receive other stock certificates, at 
a payment, at a dividend rate and under different conditions; is that 
correct ¢ 

Mr. Strerenroru. That is correct. And the new shares that they 
would get, I might also add, were nonvoting shares entirely except 
under these extreme circumstances where the company got behind 
with its dividends for four quarters as I remember it. 

Mr. Davis. And there was an order to carry out this call operation 
that you were asked to sign, this registration statement in blank? 

Mr. Stierenrorn. I was asked and I was authorized by the board 
of directors to sign it. 
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Mr. Davis. May I see that, sir? Is this a common practice in Mis- 
sissippi Power & Light, that is to say, to be asked to sign registration 
statements for stock issues in blank ¢ 

Mr. Srierenrorn. Yes, sir; this is exactly the same pattern that 
has been followed in every financial transaction that has gone on since 
1937, since I was treasurer and principal financial and accounting 
officer. 

Mr. Davis. I would like to identify this for the record. The witness 
has handed me an S-1 registration statement under the Securities and 
Exchange Act which was filed with the ‘Securities and Exchange Com- 
mission. This is headed “Mississippi Power & Light Co., Electric 
Building, Jackson 5, Miss., J. D. Stietenroth, secretary and treasurer, 
Electric Building, Jackson 5, Miss.” 

This is apparently a registration statement and prospectus for 
44,476 shares of 6-percent preferred stock cumulative $100 par value; 
is that correct ? 

Mr. Stierenroru. $6 preferred stock. 

Mr. Davis. I would like to read from page 11.7, which is headed 
“Signatures” : 

Pursuant to the requirements of the Securities Act of 1933, the registrant has 
duly caused this registration statement to be signed on its behalf by the under- 
signed, thereunto duly authorized in the city of Jackson, in the State of Missis- 
sippi, on the 2d day of September 1954. Mississippi Power & Light Co., by R. I. 
Brown, chairman of the board, signed. 


Underneath that it reads: 


Pursuant to the requirements of the Securities Act of 1933, this registration 
statement has been signed below by the following persons in the capacities and 
on the dates indicated 





and then there follows a series of signatures and dates, the dates being 
September 2, 1954, in all cases. 

The first signature is that of R. I. Brown, chairman of the board, 
principal executive officer and director. The signature directly under- 
neath that is J. D. Stietenroth, treasurer, principal financial and 
accounting officer. 

There follow a series of signatures bracketed as directors and the 
signatures are W. K. Anderson, A. B. Campbell, E. H. Dixon, Alex- 
ander Fitzhugh, J. M. Hartfield, J. H. Oliver, V. B. Wilson, and 
W. T. Wynn. 

I believe you told us, Mr. Stietenroth, that you were given this page 
and asked to sign it in blank; is that correct? 

Mr. StrerenrotH. Yes, sir. 

Mr. Davis. That is to say, you did not see the material which 
appears in this registration statement immediately before your signa- 
ture? 

Mr. Stierenroru. No, sir. It wasn’t even prepared yet. 

Mr. Davis. Were you told what it would contain ? 

Mr. Srierenroru. It was my job to prepare it. 

Mr. Davis. Did you prepare this material immediately prior to 
your statement ? 

Mr. SrierenrotH. Immediately prior to my signature? 

Mr. Davis. Yes; to your signature; I beg your pardon. 

Mr. Strerenrorn. No, sir. 

Mr. Davis. When you signed this statement—— 
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The Cuarrman. You interrupted the witness again. Will you 
finish what you were saying ¢ 

Mr. SrieTenrorn. No, sir. The material was being developed in 
my office but it had not been developed at that time. There is a lot of 
that information that was even developed after I got to New York. 

Mr. Davis. In any event, sir, what your testimony amounts to is this, 
and you correct me if 1am wrong. You were asked as the principal 
financial and accounting officer to sign a registration statement for the 
SEC and that statement contained the prospectus and certain repre- 
sentations of fact and yet you signed it in blank without seeing or 
reading the material which you were signing to ? 

Mr. Stierenrotn. That is correct. 

Mr. Davis. Was that equally true of all the others who had signed 
this? 

Mr. StrerenrorH. That is correct. 

Mr. Davis. Were you present when the directors and Mr. Brown 
signed this statement ? 

Mr. Strerenrorn. | submitted it to them and handed it to them and 
handed my own fountain pen and they signed it in my presence except 
Mr. E. H. Dixon whose signature was affixed some time after that date 
and when I don’t know. 

Mr. Davis. Was this at a meeting of the board of directors ¢ 

Mr. StierenroruH. Part of those signatures were put on there before 
the board of directors met, part during and part afterward. 

Mr. Davis. Had any of those men seen this printed statement before 
they signed it in bl: ink to your knowledge ¢ 

Mr. Srierenrorn. Mr. Davis, the statement wasn’t even printed 
for 2or 3 weeks subsequent to that meeting. 

Mr. Davis. Were you given a blank sheet or a blank booklet to sign ? 

Mr. StierenrotH. We got nothing except a signature page, just 1 
page. 

Mr. Davis. Is this the typical pattern by which registration state- 
ments given to the SEC are signed by the directors or the principal 
officers of your company ¢ 

Mr. Strerenrotu. It is exactly what we have done with respect to 
every transaction that we have had, and we have sold $47.5 billion 
worth of 4.36 preferred stock, and whereas it is not necesary to register 
the sales of the common stock, but since I have been treasurer and 
principal financial and accounting officer of the company we have sold 
some $18 million at least of common stock in which we had to sign 
certain documents. 

Mr. Davis. Is it correct to say, at least as far as Mississippi Power 
& Light is concerned, when you have to file a registration statement 
containing representations of fact with the Securities and E xchange 
Commission in order to get per mission to issue securities, it is the 
accepted pattern of behavior in your company for New York, as you 

call it, to send you a blank signature page which you sign ? 

Mr. Srrerenrorn. That is correct. 

Mr. Davis. Have you ever signed a registration statement as the 
principal financial officer that was printed or that contained all of the 
information ? 

Mr. Strerenrorn. Never. 

Mr. Davis. You have always signed it in blank? 

Mr. Strrerenrornu. That is right. 
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Mr. Davis. Did you ever go to the SEC about this registration 
statement ¢ 

Mr. Srierenroru. This particular registration ? 

Mr. Davis. Yes, sir. 

Mr. Srierenroru. No, sir; I did not go to the SEC with respect 
to this particular matter. 

Mr. Davis. About any other registration statement ? 

Mr. Strerenrorn. I haven’t been to the SEC offices in years. 
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Mr. Davis. You are the principal financial officer or were the prin- 
cipal financial officer of this corporation ¢ 
Mr. Srrerenroru. I was. th 
Mr. Davis. And you signed these statements as principal financial ni 


oflicer, did you not? 
Mr. Srierenroru. I did. 8 


Mr. Davis. Without having seen what they contained ? ; 2 
Mr. Srierenrorn. Without having seen what they contained when ‘ th 
I put my signature on them. of 
Mr. Davis. Mr. Stietenroth, can you give us any other concrete or r 
specific illustrations of what you mean ‘by Wail Street domination ? a 


Mr. Stivrenroru. Before I get away from the $6 matter-—— 
Mr. Davis. You go right ahead, sir, if you have something to tell us. ? 
Mr. Strerenrorn#. There is another part of it for a full disclosure : 

that I think ought to be said. 
This $6 preferred-stock matter was one of a type that there is prac- 


ni 
tically no precedent for its approval down at SEC in the form that 3 
we intended to carry it out. When I say “intended” I mean as we had 8 
been instructed to carry it out. : 

Down at SEC—I don’t know this because I was not there—but 
in my conversations with Mr. Sanders and Mr. Hallingby I under- ’ 
stand that Mr. Dixon and Mr. Canaday were down there negotiating t 
this transaction with the staff or the Securities and Exchange Com- 
mission. 

It just was an amazing thing to me that people who are not. even 4 
officers of our company could go down there to that Commission, to | a 
the total exclusion of its corporate officers, and deal with that Com- | 
mission and for that Commission to understand that when they ig 
reached an agreement with these gentlemen who were officers of the i. 
Middle South Utilities that the “vy had also reached an agreement with Ii 


the Mississippi Power & Light Co. 

As a matter of fact, I have not been to the Securities and Exchange 
Commission offices for years. I will say further, I think that it was 
a sort of purposeful thing to keep me from going to those offices 4 
because I had certain approaches to problems that were just generally 
unacceptable. 

I was advised from day to day and almost hour to hour from Mr. 
Hallingby and Mr. Sanders of the progress that was being made before 
the Commission, 

I have here a paper that telis some of the progress that was being 
made in connection with the negotiation with the Commission. This 
is an unsigned memorandum in that it has no incorporated signature. 
But it is headed up “Memorandum, August 26, 1954.” It is addressed 
to Mr. Paul O. Canaday, and it has these initials below it “EHD.” 

Mr. Davis. Where did you get this document, sir? 

Mr. Srrerenrorn. I got this from Mr. Paul Hallingby. 
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Mr. Davis. May I see it? 

Mr. Stierenroru. Yes. 

Mr. Davis. All right, sir. I think we ought to have that document 
iarked as an exhibit and put in evidence, Senator. 

The CHatrmMan. It will be admitted. 

Mr. Davis. Would you read it? 

Mr. Srrerenrotru. The letter is headed up “Memorandum”; it is 
dated August 26, 1954, and it is addressed to Mr. Paul O. Canaday. 

(The letter referred to follows:) (Exhibit 9, p. 691 Appendix.) 


I had a complete and pleasant conversation with Bob McDowell of the SEC 
this afternoon with further reference to your conversation of Wednesday eve- 
ning with Sol Freedman. 

The staff again went to the Commission. It is recognized that the theoretical 
situation we propounded could oecur. On the other hand, they had a feeling 
hat the likelihood of such an occurrence is not very great. Furthermore, the 
records they have of situations since the precedent was established requiring 
that both compensation and dividend rate be bid do not indicate the likelihood 
of this theoretical situation arising. The Commission retains an open mind on 
the question but in view of the precedent feel that they may not reverse a rule 
of such long standing merely on the basis of an informal conference with their 

wn staff. Asa result, they would welcome 


underscored— 


a presentation of our case by us at an informal meeting. 

I indicated that we had no magic formula to produce and that our “pitch” 
could probably be made in 15 minutes. I made it abundantly clear that we had 
not aecepted the prior invitation primarily out of consideration for the fact that 
the Commission is very busy, that we felt we had presented our full case to the 
staff and had nothing more to add. I added further that we had no desire to 

get off to the races” on a project that would result in any substantial delay 
that preferred markets had habits of evaporating quickly and that I had vivid 
memories of other circumstances where we had fought a good fight only to find 
that the markets had left us waiting at the church. The response was a repeti- 
tion that the Commission would be pleased and honored if we would come in— 
such a procedure could be completely informal—arranged on short notice—and 
a likelihood that a decision would be made the same day. The only stipulation 
was that we would be willing to accept such a decision. 

In essence, I was told that reversing a long string of precedents is a serious 
business. I gathered they had a real interest in the problem and sensed that 
they might even be looking for some basis for taking this action—the latter is 
pure conjecture on my part. I left the matter on a basis whereby I agreed to 
call them next Tuesday or Wednesday when you return and assuming Dan 
would be with us in Washington. They will arrange a meeting if we so desire 
on very short notice. KE. H. D. 

Attached to that is a little 3-by-5 piece of paper which says “Paul: 
Not for permanent files. KE.” 

Mr. Davis. In this memorandum which you have just read “E. H. 
D.” apparently says that he was told that reversing a long string of 
precedents is a serious business. Do you know what that refers to— 
what precedents would be reversed ¢ 

Mr. Srrerenroru. In connection with the refunding of these $6 
shares and particularly the exchange of these shares, it meant. that 
before there could be any actual competitive bidding with respect to 
the sale of the new shares that we had to first offer to our old stock- 
holders the new shares at a rather arbitrary fixed dividend rate be- 
cause we wanted to save as many of these old shareholders as we pos- 
sibly could, and the only true way to fix the appropriate dividend 
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rate on the exchange shares would be the sale of the shares, which was 
to be done in the future. 

Mr. Davis. Do you have any further instances of domination by 
Wall Street that you can relate to us? 

Mr. Srierenroru. In further connection with that $6 matter, when 
1 went back home I sat down with Mr. Rex Brown, who is chairman 
of the board and I began to bristle a little bit about the calling of these 
shares and saying to him that I thought it just ought not to be done, 
and we had a conversation of this sense. The matter has come up 
for a good mi my, years and we haven’t been forced into it in the past, 
but I said “Mr. Brown, this ought not to be done” and I explained a 
good many reasons why it ought not to be done. 

He said to me almost. in these words “W ell, I can tell you one thing. 
I am not going to be any hero about the matter.’ 

Subseque ntly or along about that time it appears that there came to 
Mr. Brown a letter from a firm spelled D-u-c-o-u-r-n-a-u and Kees, 
making some inquiry in respect. of the call or refund of those shares. 

Mr. Davis. Do you have that letter with you? 

Mr. Srierenrorn. Yes, sir; I have the letter that 
have Mr. Brown’s reply. 

Mr. Davis. Go ahead, sir. 

Mr. Srierenroru. The September 9 letter is as follows: 


came in and I 


DucourRNAU & KEEs, 
INVESTMENT SECURITIES, 
New Orleans, La., September 9, 1954 
Mr. Rex I. Brown, 


Chairman of the Board, 
Missippi Power & Light Co., 
Jackson, Miss. 


Dear Mr. Brown: It was a pleasure to talk with you again today about the 


refunding of the Mississippi Power & Light Co. $6 preferred stock, and I hope it 
is going to be possible for your company to offer new preferred stock to your 
many good stockholders in Mississippi and Louisiana. My partner and I have 
been selling this $6 preferred stock to our customers since it originally came 
out in about 1928; however, several changes in our business connections have 
caused us to lose some of our records of names and addresses. 

The Louisiana Power & Light Co. was kind enough to give us the cards cover- 
ing most of their stockholders, those owning 10 shares or more, and I hope that 
we may be able to obtain the same type of list on the Mississippi Power & Light 

Xo. stock, when and if it is offered to the old stockholders. 
I will appreciate it if you will mail us the first information available con- 


cerning this financing. When I am in Jackson again, I will check with you 
again about this matter. 


Kindest regards. 
Yours very truly, 


C. Homer Kees. 

Mr. Srierenroru. On September 10, 1954, Mr. Brown, 
initials I recognize here, wrote this letter : 

Mr. ¢ 

12, La. 


Dear Mr. Kees, I have your letter regarding contemplated refunding of our 
$6 preferred stock. As I told you over the telephone, this is very much in the 
preliminary stage and we have not received even verbal approval from SEO 
staff at this time. 

You will no doubt automatically receive more definite information should 
this deal go through, and it might be well for a recontact at that time. 


I am forwarding your letter to Mr. J. D. Stietenroth, treasurer, for his in- 
formation. 


Sincerely, 


whose 


’.. Homer Kees of Ducournau & Kees, Whitney Building, New Orleans 


(Signed) R.I B. 
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And in type, Rex I. Brown, with a carbon copy marked for J. D. 
Stietenroth. 

In this letter, Mr. Brown, the chairman of the board of Mississippi 
Power & Light Co. said that “We have not received even verbal ap- 
proval from SEC.” 

Prior to the time of the date of this letter, Mr. Harold Sanders who 
s secretary and treasurer of Middle South Utilities, Inc., had told 
me over the phone that Mr. Dixon or Mr, Canaday had already re- 
ceived verbal approval of this transaction. 

Mr. Davis. Then what you are telling us, sir, is an instance, as I 
inderstand it, in which the chairman of the board of Mississippi Power 
& Light himself did not know the true state of facts, which was that 
verbal approval had already been granted; is that correct, sir ? 

Mr. Srrerenroru. That is what I have said. 

Mr. Davis. Although Mr. Brown was the chairman of the board of 
Mississippi Power & Light, and although the New York office of 
Middle South Utilities knew that verbal approval had been granted, 
Mr. Brown himself did not know the facts about his own company ; 
is that correct 4 

Mr. Srierenrotu. That is exactly what I have said. 

Senator Kerauver. Mr. Stientenroth, may I ask this question? Was 
your objection to calling a preferred stock the fact that if it were called 
the only owner of the “Mississippi Power & Light Co. would be the 
Middle South Utilities which owned all the common stock ? 

Mr. StrerenroTu. No, sir; that was not the reason, sir. The reason 

| though it ought not be recalled is quite an involved story and I 
a have to go back to the time when it was issued in the early 
history of the company. 

All of these things spelled to me that it was an unconscionable act 
on the part of the common stockholder in view of this $6 preferred 
stock that it should be called. 

In one point in something I have said to the press I said that it 
just amounted to the big fish eating up the little fish and that there 
was no way for our ratepayers to getting any benefit out of this trans- 
action. That to the extent that we saved some dividends on the re- 
issue—shares would be reissued in place of, either exchanged or new 
shares to new stockholders—it would leave the same amount of shares 
outstanding. 

Senator Keravuver. I don’t want you to go into the details about it. 
You had good reasons. 

Mr. Strerenroru. There is no way for the ratepayers to benefit. 
The only thing that could possibly happen the way that we are run is 
that maybe some more dividend would flow down to the common 
stockholder as a result of getting this same amount of money just a 
little bit cheaper. 

Mr. Davis. Have you finished your story as to the $6 preferred 
stock ? 

Mr. Strerenrotu. That is all I can tell you now. 

Mr. Davis. Have you any other specific illustrations that you can 
give us of domination by Wall Street ? 

Mr. Stierenroru. Yes, sir; there is a matter of Middle South Utili- 
ties that has been going on for several years wherein they will go to the 
fabricators—we will say General Electric Co. or Westinghouse—and 
actually place what I understand to be firm orders.for generators. At 
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the time that Middle South placed those firm orders for those gen- 
erators, running into millions and millions and millions of dollars, 
they could not and nobody else could possibly know where those gen- 
erators would be needed in the Middle South system in the future. 
But they went and contracted, as I understand it—I have never actu- 
ally seen this contract but I know of its existence as people know of 
things that are discussed so freely as these transactions were—after the 
contract for these generators would be entered into by Middle South 
Utilities, then at a later date a determination would be made where in 
the system—and when I say the system, it was almost or largely with- 
out regard to company, that is, whether it would be Arkansas or Loui- 
siana or New Orleans or Public Service or Mississippi Power & 
Light—but where in the system some generation had to be constructed. 

As the years would go by or months—if I am a little bit wrong about 
how long the orders were placed with the fabricators of the ma- 
chines—a decision would be made where these generators were needed 
in the system down there. Then these contracts would be assigned 
to the operating company, one of Middle South’s subsidiaries, where 
the decision had been made that these generators ought to be con- 
structed. 

Mr. Davis. As I understand it, sir, Middle South Utilities then 
would execute a contract in its own name with General Electric or 
Westinghouse or one of the equipment manufacturers, is that correct ? 

Mr. Srierenroru. That is right. 

Mr. Davis. Mississippi was never involved in these contracts, was it ? 

Mr. Strerenroru. No, sir, or at least not to my knowledge. I just 
say it was not. 

Mr. Davis. It was not. You are sure about that? 

Mr. Strerenrotn. [ am sure. 

Mr. Davis. And was Mississippi compelled subsequently to take 
any generating equipment that it had not contracted for? 

Mr. StrerenrorH. Yes. 

Mr. Davis. Can you tell us any such instance? 

Mr. Srierenrorn. I believe that every machine that has been in- 
talled in the Mississippi property was first on order by Middle South 
Utilities, Inc. What I am doing is sitting up here under oath and 
there is a lot of details involved in this thing and I don’t want to over- 
state what Iam doing. But I believe that the records will show that 
every machine, that is, generator, that has ever been installed in the 
Mississippi Power & Light Co. property, and there have been several 
of them, were first on order by Middle South Utilities, Inc., and those 
accounts were assigned to Mississippi Power & Light Co. 

Mr. Davis. Do you recall, sir, whether two units were ever installed 
in the Delta station of Mississippi Power & Light? 

Mr. SrrerenrotrH. Yes; there are two large units up there. Asa 
matter of fact, the construction of a Delta steam electric station is 
hardly complete yet. That is, putting up the fence and painting it 
and putting the grass down. 

But substantially the two units were complete last December. 
They are 2 units that we describe in our prospectus as having a capac- 
ity of approximately 105,000 kilowatts each. 

Mr. Davis. And the generators for the Delta station were ordered by 
Middle South Utilities, were they not? 

Mr. Srierenroru. That is right. 
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Mr. Davis. When did you know or decide that you would build a 

tation at Delta, or the Delta station, do you know, sir? 

Mr. Srrerenroru. I can’t answer that directly. 

Mr. Davis. Do you know whether these generators were ordered 
long before anyone in Mississippi Power & Light ever contemplated 
building a Delta station 

Mr. Srrerenrorn. Yes, sir. 

Mr. Davis. You are sure about that? 

Mr. Srierenrotru. I am sure about that. 

Mr. Davis. Where is the Delta station, sir? 

Mr. Srivrenroru. The Delta station is just north of Cleveland, 
Miss. It is in Bolivar County. 

Mr. Davis. Let me ask you this, as one of the former principal offi- 
cers of Mississippi Power & Light: If Mississippi Power & Light were 
. truly independent company, operating independently, would you 
have put two units in the Delta station ? 

Mr. Stierenroru. I say that we positively would not put two 
105,000-kilowatt units in the Delta station. I cite this as the reason: 
About the time that we initiated that construction, our load to our 
customers who live in Mississippi was somewhere along about 200,000 
kilowatts and we had in Natchez and in Jackson stations 154,000 
kilowatts of generating capacity, and it follows in my mind that if 
we had put one 105,000-kilowatt unit at Delta station it would already 
give us ample reserve capacity for our individual system. But actu- 
ally we put in the Delta station these two 105,000-kilowatt units, or a 
total of 210,000 kilowatts at that station, which, added to the 154,000 
kilowatts of generating capacity that we already had, gave us a total 
generating capacity of something in the neighborhood of 450,000 kilo- 
watts of capacity when our load about the time that station was, 
completed, as I recall it, was 239,000 kilowatts. 

Mr. Davis. By load do you mean the demand for power? 

Mr. Srierenroru. I mean the demand to our customers who live 
inside our property in the State of Mississippi. 

Senator Burter. Mr. Chairman, may I ask a question ? 

The Cuairman. Yes. 

Senator Burier. Did that increase in kilowatt-hours have anything 
to do with the demands of the Atomic Energy Commission for power ? 

Mr. StrerenrorH. You have asked me with respect to kilowatt- 
hours, and I have spoken of kilowatts, sir. 

Senator Burier. Did the increase in kilowatts become necessary 
by reason of the demand from the Atomie Energy Commission ? 

Mr. Srmrenroru. We had no idea when we went into this thing 
that there would be any such demand. However, the whole 

Senator Burier. Was there ultimately such a ’ demand? 

Mr. Stierenrorn, There ultimately was. We sold some power to 
the TVA for use by the AEC. 

Senator Burier. Is that now what you are in business for ? 

Mr. Srierenroru. Yes, sir. 

Senator Butter. And do you not think it is a good thing to antici- 
pate demand and have the capacity ready when it is needed ? 

Mr. Stierenroru. It certainly is. 

Senator Butter And that is what you did? 

Mr. Strerenroru. I say we often did. 
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Mr. Davis. Did Mississippi Power & Light anticipate this demand 
or did Middle South ¢ 

Mr. Strierenroru. The Middle South Utilities, Inc., first con- 
tracted for these units. Then as I heard Mr. Speck sitting down here 
yesterday, there was a board study made. A board study is taking 
a miniature system not of Mississippi Power & Light Co., not of 
Arkansas, not of Louisiana or New Orleans Public Service, but this 
tristate affair, and then projecting where you think the loads are 
going to be, 1rot as it relates to any particular separate entity or cor- 
poration but as it relates to what they call the Middle South system. 

Mr. Davis. In any event, sir, is it correct to say that these two addi- 
tional units in the Delta station resulted in excessive capacity for Mis- 
sissippi Power & Light? 

Mr. Strrerenroru. It resulted in excessive acapacity as to Mississippi 
Power & Light Co.’s load. 

Mr. Davis. Was the decision to put two generators in the Delta sta- 
tion a decision made independently by Mississippi Power & Light 
or was it not? 

Mr. Srrerenroru. It was not. 

Mr. Davis. Is it fair to say, sir, that that resulted in effect in putting 
a mortgage on the property of Mississippi Power & Light in order to 
supply the whole system? Is that a fair statement? 

Mr. Srierenrorn. It is a fair statement and when we sold some 
bonds to get part of the money to finance the construction of that Delta 
station, oui incidentally the station itself exceeded $20 million, and 
the transmission lines and the substations that go along with it to take 
the power out of it was another 4 or 5 million dollars, and the total 
project was some $25 million, when we sold those bonds I was just 
quaking in my boots that somebody would say we just won’t buy the 
bonds, because we were in effect putting a mortgage on the Mississippi 
Power & Light Co.’s property so as to furnish generation which was 
not needed in Mississippi Power & Light Co.’s system—that is all of it, 
you understand, we needed some of it—but it could have been needed 
in the tristate area. 

Mr. Davis. What was the effect of this excessive capacity as to the 
rate pay years? Did the rates go up as a result or could they have 
gone up? 

Mr. Strerenrorn. The rates did not go up. The effect of this thing 
was something about like this. We have an agreement with our sister 
companies calling a memorandum of understanding or something 
about like that. T want to tell you that it is my recollection that that 
memorandum which is sort of a pool understanding, is subject to can- 
cellation on no notice. 

Mr. Davis. By whom? 

Mr. Srrerenroru. In the Dixon-Yates matter there must be a long- 
term contract to assure the use of this power or nobody would put their 
money into this thing. But this intercompany memorandum—— 

Mr. Davis. It is a pool? 

Mr. Srrerenrornu. A pool. It is cancelable as I recall it, on no 
notice. That is if Mississippi Power & Light Co. sets these 210,000 
kilowatts of capacity in Mississippi and the other companies for some 
reason, if they should ever declare their independence of Mississippi 
Power & Light Co. and should go to work and say, “We are not going 
to participate in this pool any longer,” they could cut us off and we 
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would be left holding the bag with this huge amount of excess genera- 
tion that we had put : a mortgage upon our property by. 

Now, oue more point and let me keep this thought. To the extent 
that we have excess capacity over and above our immediate demand of 
our own customers it is considered that it rests in the pool. Each com- 
pany dumps its excess power into the pool, and the arrangement is that 
the company who has the net excess will receive a credit at the rate of 
$13.20 per kilowatt-year for their net excess. 

[ have heard our rate people and our budget department people and 

ur experts says that the true cost per kilowatt-year of generation is 
more like $16 per kilowatt-year rather than $13.20. I admit that this 

itercompany Mmemor: andum has gone to the Federal Power Commis- 
sion and it bears its approval. But I can tell you also that any such 
transaction that goes to Federal Power Commission seeking their ap- 

proval, if it has the st: amp of approval of Middle South Utilities, Inc., 

can assure you that there is no contest between the parties when they 
are appearing before the Federal Power Commission. 

Another way I have said with respect to what appears to be this 

lifference between this $13.20 per kilowatt-year and the $16 per kilo- 
att-year is that you can ship money across the Mississippi River on 
heal transmission lines just as well as you can ship it across in a box. 

Mr. Davis. Let me see if I can’t tie that together, sir. I had asked 
you what the effect of this excess capacity would be on the rate-payers, 
and you testified, sir, did you a that there was a pooling agreement 
tor the pooling of generated electricity between all the members of the 
Middle South U tilities System ; is that correct ? 

Mr. Srierenroru. Yes, 

Mr. Davis. And the power which Mississippi Power & Light would 
now put into that system would be at the rate of about $13.20 per 
kilowatt-year; is that correct ? 

Mr. Stierenroru. That is correct. 

Mr. Davis. That is to say, Mississippi Power & Light would be 
paid by the system $13.20 per kilowatt-year although the cost to Mis- 
sissippi was approximately $16 per kilowatt- -year ¢ 

Mr. Srrerenrorna. That is what I have been told by our own 
experts. ? 

Mr. Davis. Is it fair to say, sir, then, that the rate-payers of Mis- 
sissippi are subsidizing the rate-payers of Louisiana, Arkansas, and 
the other companies in the system at the rate of almost $3 per kilo- 
watt-year ? 

Mr. Srrerenrorn. Our rate-payers pay all bills, and that is bound 
to be the ultimate effect of what I have said. 

Mr. Davis. A kind of hidden subsidy. 

Mr. Srrerenroru. That is right. 

Mr. Davis. Mr. Stietenroth, do you have any other instances of 
domination by Wall Street that you can relate to us? 

Mr. Srrerenrotu. I have said that it is a potential burden on the 
peoples of the States of Mississippi and Louisiana and Arkansas if 
this Dixon-Yates contract turns out to be a white elephant, which 
again I want to say that so far as I know there is no way under the sun 
for that to happen. 

The other day I mentioned that I could not remember the names 
of the banks that were prominently mentioned in these papers that I 
saw. I donow remember that the Chase National Bank of New York, 
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the Irving Trust Co. of New York, and the Hanover Bank of New 
York were all prominently mentioned. 

Mr. Davis. In connection with what, sir? 

Mr. Srrerenroru. In connection with the Dixon-Yates matter. | 
cite as a further proof that I think there could not be any remote possi- 
bility of any loss on that transaction which seems to flow through Sen- 
ator Fulbright’s description of it for the simple reason that certain 
of the finest financial institutions in the world are going to put up 95 

vercent of the money, namely, Metropolitan, and as I say, these other 

es are prominently mentioned, and it is inconceivable that these 
financial institutions would come in with 95 percent of the money for 
that transaction if there was any hazard. 

Now, coming down to another illustration of what I call domina- 
tion, I will mention EEI, Ine. 

Mr. Davis. Tell us what EET is. 

Mr. Stierenroru. EEL is the Electric Energy, Inc., and it is a 
corporation, as I understand it, which was organized by a group of 
private companies to finance and conduct the Joppa plant. 

Mr. Davis. Is that in Joppa, Ill. ? 

Mr. Srrerenrorn. Yes, sir; Joppa, Ill. 

As fT understand it, it furnishes power to AEC. 

Mr. Davis. At Paducah ? 

Mr. Stierenroru. At Paducah. 

Middle South Utilities, Inc., was a participant in that matter simi- 
lar to the way that they are participant in the so-called Dixon- Yates 
matter. Asa participant in the furnishing of power by EEI, Middle 
South Utilities assumed certain obligations. Long after they had 
assumed these obligations, Middle South Utilities suggested, I know to 
Mississippi Power & Light Co. and possibly either through us or 
directly to these other subsidiary companies that we take over and 
discharge these rights and obligations that Middle South had pre- 
viously assumed, and we acted upon their suggestion. 

Mr. Davis. Did you feel that you had any choice of refusing? 

Mr. Srrerenrorn. Actually I was not involved in the discussion of 
it myself, but from the atmosphere that we work in I can tell you that 
we had no choice in the matter. 

Mr. Davis. Was Mississippi Power & Light involved in any of the 
original negotiations to work out this deal ? 

Mr. Srizrenroru. Not to my knowledge. 

Mr. Davis. Was Mississippi Power & Light ever consulted, do you 
know, sir, as to whether it wanted to participate ? 

Mr. Srierenroru. Not to my knowledge. 

Mr. Davis. Would you say that this is an instance in which Missis- 
sippi Power & Light was committed to certain contractual obligations 
without being asked whether it was willing to undertake them ? 

Mr. Strerenrorn. It wasn’t committed actually legally at that time, 
but the result was the same. 

Mr. Davis. Was there any discussion at all as to whether this was in 
the interest of Mississippi Power & Light? 

Mr. Srierenroru. Not to my knowledge. 

Mr. Davis. Would it have made any difference whether it were or 
were not in the interest of Mississippi Power & Light? 

Mr. Srierenrorn. I don’t think it would, sir. 
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Senator Kerauver. Mr. Chairman, may I ask, would Mississippi 
Power & Light have any way of benefiting from the EEI contract of 
which Mid-South Utilities was a participant ¢ Just by virtue of 
Mid-South Utilities entering into the contract, the owner of the com- 
mon stock of Mississippi, would that benefit Mississippi 

Mr. Strrerenrotu. I don’t see how it would, sir; no, sir. 

Senator Kreravuver. And yet Mississippi was eventually saddled 
with some of the possible liabilities of the contract? 

Mr. Strerenrorn. That it what I am saying. You will under- 
stand, sir, that I have not been in every one of these discussions, and 
| am answering these questions that Mr. Davis is putting to me with 
respect to this matter as not to my knowledge. 

Mr. Davis. Can you think of any other illustrations of domination 
by Wall Street to demonstrate what you mean by that phrase? 

Mr. Srrerenroru. Mr. Davis, having lived with this thing for just 
so very many years, I suppose I could just sit here from now on 
telling you of matters that had the same flavor, but they will be repe- 
tition. How many more I would not undertake. I just have a feel- 
ing—I don’t know whether I am supposed to say what my feelings 
are when I am sitting on the witness stand—that I could probably 
give you 100 if I had the time to sit down and think it over and 
collect my thoughts. 

Mr. Davis. In any event, sir, can you tell me whether these were 
typical instances of what you mean by domination by Wall Street? 

Mr. Strerenrotn. Yes, sir. 

Mr. Davis. And do they represent a fixed pattern of conduct? 

Mr. Srrerenroru. They do. 

Mr. Davis. Was Mississippi Power & Light ever consulted about 
the Dixon- Yates arrangements, to your knowledge? 

Mr. Srrerenrorn. Not to my knowledge, sir. 

Senator Butter. Mr. Chairman, may Task a question ¢ 

The Coarrman. Yes. 

Senator Burter. You were not a member of the board, were you? 

Mr. Srrerenrotu. No, sir; I was secretary, and I attended every 
meeting for the last 10 years. 

There might have been throughout these 10 years one or two meet- 
ings that I “didn’t actually attend, but I have read all the minutes. 

Mr. Davis. Mr. Stietenroth, in the statement which you issued to 
the press, which led to your being fired by Mississippi Power & Light, 
you said that you were proposing that— 

We insist upon the right of the proper accounting and acting together: that 
they refuse to accept and act upon any course I have suggested to record any 
improper entry in the company’s accounts. 

Can you tell us what you mean by that—the right of proper 
accounting—and can you tell us of any coercive suggestions to record 
any improper entry in the company’: $s accounts in concrete terms? 

Mr. Srrerenrorn. May I have 5 sntniates 

The Cuamman. We will recess for 5 minutes. 

( Brief recess. ) 

The Cuatrman. The committee will come to order. 

You may proceed, Mr. Davis. 

Mr. Davis. Just before our brief recess, Mr. Stietenroth, I asked 
you what you meant when you wrote in the statement which you 
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issued to the press that you ought to insist upon the right of proper 
accounting and that your directors ought to refuse to accept and act 
upon any coercive suggestions to record any improper entry on the 
company’s accounts. Can you tell us what you meant by that and give 
us any specific illustrations? 

Mr. Stierenrorn. Yes, Mr. Davis; I can give you a very concrete 
illustration of what I meant by that statement. You will help me to 
tell you all about it if you will just let me give the matter as I fived it. 

I was in New York in connection with the refunding or exchange of 
the $6 preferred stock. 

Mr. Davis. When was this, about? 
Mr. Srierenroru. I had been there for about a week prior to 


August 31, 1954. 
Mr. Davis. This would be within the last month or two; is that 


right ? 

Mr. StierenrorH. Yes, sir; it is quite current. 

On Friday I left the office after having seen Mr. Sanders several 
times during the week and I went to my “hotel and had no occ SiON 
to think about any matter whatsoever until about Monday morning 

and since I was being allowed to participate in the $6 matter pr ac- 
tically zero, on Monday morning I got up and went down and had 
breakfast and I was not too prompt about going down to the office : and 
Mr. Sanders called me at. the hotel and said, “When are you coming 
down? There is a matter that I would like to talk to you about 
and some of the other fellows are in.” That is the first time I heard 
about the matter that I am going to describe. 

Senator Krrauver. Who is Mr. Sanders? 

Mr. Srrerenroru. Mr. Sanders is secretary and treasurer of Middle 
South Utilities, Inc. 

So I said to him I would be right on down. I was ready to leave 
the hotel at any time. So I went down to Mr. Sanders’ office and 
there was in that room at that time, or arrived almost immediately 
after I arrived, Mr. Sanders, Mr. Cy Youngdahl, who is with Haskins 
& Sells; there was Mr. Forbeck, a tax accountant or tax expert with 
Ebasco Services, Inc.; there was Mr. Les Flowers, who is an attorney 
with Reid & Price; there was Mr. A. E. Elliott, who is treasurer of 
Louisiana Power & Light Co.; there was Mr. Wallace Harrell, who 
was and is, I believe, assistant treasurer of Arkansas Power & Light 
Co.; and Mr. Gerald Andrus, who is an officer—I forget his title—of 
New Orleans Public Service, Inc. 

Up until that time I had no more idea than anybody—you, for 
instance—of what the subject matter was that we were going to discuss. 
But it was announced that the subject for discussion would be the 
removal from accrued taxes of any balance that did not represent 
true liabilities, which, of course, I or no other person could object 
to if we approached the matter in a proper manner because any 
balance in accrued taxes that do not represent true liabilities do repre- 
sent hidden profits or hidden surplus. 

When I was there for a short while I learned that. in the accounts 
of the several companies there was in excess of $5 million in these 
accrued tax accounts over and above the liabilities of the several 
companies as reflected on the tax returns as filed, except as to one, 
which was the year 1953, which was to be filed but was at that time 
in definitive form. 
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lf we say that this $5 million, which I don’t say with any par- 
‘icularity, as you will understand as I go along, it did represent the 
lalance in these tax reser ves over and above what these several com- 
panies had said to Uncle Sam that we owe in the form of income taxes. 
i have labeled them that if what I say is true then it represents hidden 
profits or hidden surplus. 

In order to create such hidden profits, the rate payers would have 
o pay into these several companies more than $10 million to create 
these hidden profits for the simple reason that income taxes had to be 
paid before the balance could remain in these reserves and income 
taxes are at a rate of more than 50 percent. 

When I got into this conference with these folks, I learned what 
ve were there for and I have described it. Mr. Sanders was sort of 
uaster of ceremonies. That is, he was taking up the matters one by 
one. The first company to come up for discussion was Louisiana 
Power & Light Co. It didn’t take very long before an agreement 
vas reached that Louisiana Power & Light Co, would transfer out 
of their tax reserves between $300,000 and $400,000. The retained 
portion was related to the years 1951, 1952, and 1953. ‘The reason 
that the retained portion related to those years only, rather than the 
years 1949 and 1950 also, is that the returns for those 2 earlier years 
had been examined and the statute was about to toll, meaning that as 
to Mississippi Power & Light Co. if at this time I was sitting there 
15 more days went by, then it is a closed matter with the Bureau as 
to the years 1949 and 1950, 

But it didn’t take but a short while before an agreement was 
eached as I say, for Louisiana to transfer out of those reserves some 
ix or seven hundred thousands of dollars and keep in them between 
ihree and four hundred thousand dollars. 

During the conversation that went on to reach that decision, 
Louisiana’s A, E. Elliott said to Mr. W. A. Forbeck repeatedly, “Now, 
sten, Bill, you know I haven’t got a damn bit of information on 
which I can form this judgment and I am depending on you not to let 
me do something that is not appropriate.” But having said that 
iumerous times and the matters discussed all around, I would like to 
say that Mr. Cy Youngdahl I looked upon as one of the com- 
batants—— 

Mr. Davis. Mr. Youngdahl is a representative of Haskins and Sells? 

Mr. Srrerenroru. Yes. He participated in the arguments what 
* ypeared to me to be just as freely as we the company people. It 
didn’t take too long for this position to be reached as to Louisiana. 
Then they took up the matter of Arkansas Power & Light. As I say, 
Mr. Wallace Harrell was there on behalf of Arkansas Power & Light 
Co. Mr. Harrell also said to Mr. Forbeck who is the Ebasen man, 
“IT am depending on you because I have no information that would 
justify me doing anything.” 

Again Mr. Youngdahl of Haskins and Sells was participating in 
the discussions and it wasn’t so v ery long before a decision was reached 
to transfer out of these reserves some seven or eight hundred thousand 
dollars and leave in the reserves between three and four hundred 
thousand dollars, and again that which was left in related to the years 
1951, 1952, 1953, because, as I understand it, they were in the same 
situation as Mississippi Power & Light Co. was as to the years 








272 POWER POLICY—DIXON-YATES CONTRACT 


1949 and 1950. That is, the agreement had been reached with the 
Bureau and the statute was about to toll. 

One of the matters that came up as to Arkansas Power & Light Co. 
was this: Mr. Wallace had on his desk there what I understood to be 
his applic ation that was pending before the Arkansas Commission for 
a $3,900,000 rate increase. As I have testified, as I understand the 
matter, over in Arkansas the commission requires that the company 
keep an account which they set up as what they call an allowable 
return and compare that with what their books show that they actually 
earned, and the difference is either in excess of earnings or a deficiency 
of earnings. Arkansas Power & Light Co. had gone to this commis- 
sion and represented to them that there was a deficiency of earnings 
of a certain magnitude. The question came up that we are going to 
take this money out of these reserves and put it down in surplus 
account and therefore with the pending prospectus that Middle South 
had filed or was going to file, all this money would be reflected back 
in the income accounts of the several years involved, and therefore the 
income as reported by Arkansas Power & Light Co. would have to be 
changed. 

The question arose as to whether or not we better disturb this thing 
at this time. That was the first stab I made at filibustering the whole 
thing to get the thing stopped and suggested that as a practical matter 
we had better be consistent in our accounting and not have to go back 
to that commission and say, “Oh, oh, we made a seven or eight hundred 
thousand dollar error in our income.” That is for Arkansas, I am 
speaking of. 

So Mr. Harrell did not, as Mr. Elliott did, just go off to the tele- 
type—and we have direct wire service from Middle South to all of 
these company offices—Mr. Wallace did not act quite so promptly 
because of the matter that I am telling you about. But he did take 
it up and particularly with the counsel who I understand is Holmes & 
Moses, and maybe somebody else. The Moses part is Mr. C. Hamilton 
Moses, as I understand it, who is also, as I understand, chairman of 
the board of Arkansas. Mr. Harrell took it up with those folks and 
Mr. Bob Ritchie came into that room while we were talking. He is 
president of Arkansas Power & Light Co. The secretary also came 
into the room but they did not participate in the discussions. 

Mr. Wallace finally came back and he said, “Well, I have checked 
it out at home and we have decided to go ahead and revise our defi- 
ciency statement, and if we didn’t fess up to this it would probably 
come out on us anyway, and it would be worse then.” 

Then after that, Mr. Wallace agreed—after telling Mr. Forbeck, 
“Bill, I am depending on you because I don’t have any information.” 

Then they came to me and I didn’t want to touch Mississippi Power 
& Light Co. tax reserves. I had made what I considered to be an 
honest but generous calculation of what our tax liabilities were going 
to be. These calculations had been reviewed at the time and in the 
light of all the information I had when they made them. I say, I, 
of course you understand I mean in my office. They had been reviewed 
by Mr. Forbeck. They had been reviewed at the time by Messrs. 
Haskins and Sells and nothing had come to my attention that caused 
me to change my mind as to the validity and the accuracy of my tax 
estimates, except as to the 2 years that were about to be closed. 
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Now, let me start at the beginning of that transaction and give 
you the whole picture. 

The Cuamman. Take all the time you need because we want to get 
t from you very carefully. 

Mr. StrerenroruH. Yes, sir. 

The CuarrmMan. Take all the time you need. This is very important. 

Mr. SrrerenrotH. There was $385,000 of these tax reserves made 
ip of 1949 of $183,000, and of 1950, $202,000, or a total of $385,000. 
The returns for those years had been reviewed by the Bureau of 
Internal Revenue, and we were in agreement with them and what- 
ever we owed in the way of deficient taxes we had either paid or 
igreed to pay. When I was making this discussion on August 31, 
[ knew that by September 15 the statute was going to toll on those 
2 years, and I had already started at home a program of removing 
this $385,000 from these reserves over the ‘several months of 1954. 
Ast a matter of fact, by July 31, which is the date that we were going 
to use the financial figures in our registration statement and Middle 
South was going to use July 31 figures in their registration statement, 
I had already removed from these reserves as to the years 1949 and 
1950, $213,000 and I was t: aking it out by the month and by December 
[ would have had every nickel of those closed years out of the reserves. 

But then the question that was presented, as it had been in Arkansas 
and Louisiana, was, “Well, let us take a new look at the years 1951, 
1952, and 1953.” Then I started to filibuster our meeting. As I 
recall it, I filibustered it for 4 or 5 hours. I did not want to take 
that money out of those reserves. There was not any basis under 
the sun for me to take it out of those reserves. Instead of me say- 
ing to Mr. Forbeck, “Now I am depending on you,” I said to him, 
“You show me what my liability is.” He had a great big work 
paper there and he said, “If this was so and if that was so and if 
the other was so, this would be so.” TI said, “I don’t want any if’s. 
You tell me what my liability is and I will take out every other 
penny. 

However, if I do that, I will feel that I would probably still be 
wrong, but it is not quite as horrible as just taking it out and_not 
knowing what I am doing, because of the simple reason that if there 
is one thing that you must have in accounting, it is consistency. If 
you do something this year in one way, and you do it in another way 
in the next year, then it just can’t be made to make any sense 
whatsoever. 

One of the things that Messrs. Haskins & Sells always certifies 
to is that your financial statements present fairly on a consistent 
basis, and the consistency is just as important as saying that it 
presents fairly. 

So I said that I had no information whatsoever, and none of you 
have given me any, “and Mr. Forbeck you might as well take your 
if this and if that paper and fold it up, because I don’t pay any 
attention to it. You tell me my liabilities and I will then want to 
act.” 

So we went over that by the hour. Mr. Forbeck, incidentally, was 
unable to say more than ““Well, I don’t think it is so much.” 

This is in before the examiner and the other I don’t think is so 
much, 
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I argued and argued and argued that you just must tell me how 
much. You have all the books, you have everything, I have nothing, 
I have sat down here in this meeting and I have nothing whatsoever 
on this desk to make any decision with respect to what I should take 
out and what I should retain. And on 1 or 2 occasions Mr. Cy Young- 
dahl of Haskins & Sells said this: 

“What Jim is trying to do is not just take out something but find 
out what ought to be left in and take all the rest out.” 

After we argued about it by the hour, and Mr. Youngdahl partici- 
pated in the arguments just about as freely as the rest of us did, and 
nobody ever gave me a proper basis for any entry—and that is all I 
said to the Seoutitites and Exchange Commission in my telegram, 
that I had done something and ordered it to be done in those books 
and I didn’t know whether it was right or wrong and I wanted to 
withdraw my signature—after hours of wrangling I said to Mr. 
Youngdahl, I said, “Mr. Youngdahl, we have never in the history 
of this company touched one of these reserves until after the Bureau 
had reviewed it and we had an agreement with them and the matter 
was settled.” : 

I said, “Now, if I take this out, even if I knew the correct amount 
to take out, I am putting myself in an inconsistent position, a position 
that we have never taken in the history of thiscompany. Mr. Young- 
dahl, are you going to have to footnote me and say that I am incon- 
sistent ?” 

He said, “No, I won’t have to do that.” 

Finally, in n just complete disgust and exasperation, I said words 
almost like I will say now. “I “know that this $385,000 ought to be 
taken out and I hereby agree that it ought to be taken out.” And I 
said to the whole group, “Does anybody want to buy that one?” 
There were not any takers of that one. 

Then I took some numbers—and I say numbers, meaning just num- 
bers—out of Mr. Forbeck’s papers, because I would not give them 
any significance beyond just calling them numbers, and said, “Here 
is a combination of numbers that amounts to $600,000. All right. I 
will take $800,000 out of this. Does anybody want to buy that one?” 
There was not anybody who wanted to buy that one. 

I said, “All right. Here is another combination that amounts to 
$900,000 coming out of Mr. Forbeck’s papers. Is there anybody that 
wants to buy that approach to the scaldae ¢” ‘There was not anybody 
that wanted to buy that one. 

I said, “All right, by God, I have $1,400,000 in there. I will take 
every damn penny out. Does anybody want to buy that?” I mean, 
I was talking in just as near these words as I am telling you right 
now. Nobody wanted to buy that one. 

After that had happened my colleagues were saying to me, “Jim, 
come on and quit this damn argument ‘and let us go home.” Finally, 
I believe it was Mr. Sanders or Mr. Youngdahl or between them that 
‘ame up with a figure of $1,028,000. I took that figure and I went off 
and I ordered it on to the books of Mississippi Power & Light Co. 
I agreed with $385,000, and I have never said that anything, beyond 
the fact that all of the rest of it was without basis on my part, on 
Haskins & Sells’ part or Harold Sanders’ part or anybody else’s part— 
and besides that, the doing of it was an inconsistent thing. 



















































































POWER POLICY—DIXON-YATES CONTRACT 275. 


Sometimes when we get into these financial transactions and the 
lawyers sign these things, because I am just a layman—I have earned 
two bachelor of law degrees but I am still just a layman and never 
could qualify as an expert. I am a certified public accountant. The 
basis for this entry could never have been accepted by me as a certified 
public accountant. 

[ knew Messrs. Haskins and Sells were going to sign this thing as 
experts, and it might give me some protection. But I was not so big 
. fool to know that I am also an expert and somebody might throw 
it right square to me, “Why don’t you do something; you know what is 
right and what is wrong. You are an expert in your own right.” 
Anyway, I ordered it onto the books. I did not even talk to the 
president of Mississippi Power & Light Co., who was Mr. R. B. 
Wilson, about this matter because long dealings in this matter spelled 
to me that I did not have to talk to him whatever. Whatever was 
ordered must be. 

Senator Kerauver. You mean there was not any use to talk to him? 

Mr. Sivterenroru. There was not uny use to talk to him. What I 
am trying to say is this: A couple of days later I did talk to Mr. Wil- 
on and I told him what we had done. Words something like this 
came over the telephone: 

“(od damn, what are they trying to do to us?” 

[ said, “Baxter, I did my best. I argued by the hour.” 

He said, “I know there is no use to fuss with you about it.” 

Then his next statement was, without me bringing it up, “You 
know what will happen to that million dollars.” 

I said, “Baxter, I certainly do.” 

If you want me to say what we both had in our minds, it would be 
damn short order before Middle South Utilities would have that 
million dollars in the form of common stock drawing 9 percent divi- 
dends per annum on it, and we knew it; the same as has been done with 
3 other million dollars in past years, but that is another story. 

Now, I would like to get this over. This entry, for instance, that 
I finally withdrew from the Securities and Exchange Commission 
was also used, and Mr. Cy Youngdahl saw the basis for reaching the 
decision, how we approached it. He even participated in it, yet he 
certified us to the Securities and Exchange Commission and those 
same figures were used in consolidated form in the Middle South 
Utilities registration statement wherein they undertook to sell 475,000 
shares of their common which, as I recall it, was to furnish the money 
to pay off some bank loans and to secure the money for investment 
in the Memphis Generating Co. 

I have just one more thought that I should like to mention. 

Senator Kerauver. The Memphis Generating Co. is what? 

Mr. Strerenrotu. West Memphis, the Dixon- Yates matter. 

There is one more thought that comes to my mind that I should 
like to express. In this conference there was Mr. Sanders, Mr. Young- 
dahl—who was supposed to be independent of me and supposed to be 
independent of Mr. Sanders, but I believe it is true that Mr. Cy 
Youngdahl’s firm at that moment was being paid by Arkansas Power 
& Light Co., by Louisiana Power & Light Co., by Mississippi Power 
& Light Co., by New Orleans Public Service Co., and by Middle 
South Utilities, Inc., and it looks to me that there was at least a pos- 
sibility of conflict of interests in such a situation. 
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I can tell you this: that in all my discussions, it always appeared 
to me that the cards were stacked against me. If Mr. Sanders had 
a suggested program within the tolerances of judgment and he wanted 
to go this way and I wanted to go that way, maybe both of them 
within the tolerances that are permitted i in exercising judgments, yet 
I would not think more of any chance in persuading Mr. Youngdahl 
or Haskins & Sells of my viewpoint than I could fly 

Senator Kerauver. Was Mr. Youngdahl a eae & Sells man? 

Mr. SrierenrorH. Yes. At that table was Mr. Forbeck. 

Mr. Davis. Of Ebasco? 

Mr. Stierenroru. He is an Ebasco tax accountant or tax expert. 

Sitting at that table was Mr. Forbeck, and I believe it to be true 
that he was taking pay from Arkansas Power & Light Co., from 
Louisiana Power & Light Co., from Mississippi Power & Light Co., 
from New Orleans Public Service Co., and the Middle South Utilities 
Ine. I think there was a possible conflict of interests and he was sit- 
ting up there in the sort of nature of expert to advise all of us. 

Again I can tell you that I would not have any more chance of 
getting what I wanted done if there was a conflict between what I 
wanted done and what Mr. Sanders wanted done than I would have 
to fly. 

I want to say in justice to Mr. Forbeck, he was probably the most— 
the person who participated in the policy arguments less than any- 
body else. His total contribution to the occasion was that he had 
this long work paper which, as I say, had no valid tie. It had ifs on 
top of ifs. It made no sense at all. One basis and one basis only 
would I know of taking any money out of reserves and that was how 
much my liability was. 

Senator Kerauver. Mr. Chairman, I wonder if counsel would ask 
questions which would clarify. 

Mr. Davis. I was about to. 

Mr. Stterenroru. I have one more point and then I am through 
for your questioning. There was sitting at that table Mr. Les 
Flowers, who is an attorney with Messrs. Reid & Priest. This I do 
not know absolutely to be true, but I believe that Mr. Flowers has a 
fee regularly from Arkansas Power & Light Co., Louisiana Power & 
Light “Co.. Mississippi Power & Light Co.—and I can tell you that is 
so—New Orleans Public Service Co., and Middle South U tilities, Inc. 

Now, if Mr. Flowers is not paid a fee by—and Ebasco, too—Middle 
South Utilities, Inc., and Ebasco Services, Inc., then I can tell you 
that I sincerely believe that we are purposefully pay ing him a fee that 
is large enough that he will be able to spend time for these other firms. 

Mr. Davis. Mr. Stietenroth, this has been a rather long story and 
I would like to take you over some parts of it in the interest of trying 
to clarify it. I would like to ask you a few questions, and I would ap- 
preciate it if you would try to give us brief answers to them. 

The CHartrman. I do not want him cut down to brief answers: I 
want him to explain everything he wants to explain. He is a very 
good witness and we want to get his testimony here. 

Mr. Davis. All right, Mr. Chairman. 

As I understand it, Mr. Stietenroth, about a month or two ago 
you attended a meeting in New York in the office of Mr. Harold San- 
ders, the secretary-treasurer of Middle South Utilities. 
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Mr, Stierenrorn. That is right. 
Mr. Davis. And present at that meeting were Mr. Forbeck of Ebasco 
ind Mr. Youngdahl representing Haskins & Sells, Mr. Flowers repre- 
senting Reid & Priest and representatives of the four operating com- 
panies in the Middle South Utilities, is that correct ? 

Mr, StrerenroTH. That is correct. 

Mr, Davis. The subject of the meeting or the purpose of the meeting, 

[ believe you testified, was the problem of removing from accrued tax 
iccounts any amounts which did not represent true liabilities and to 
that extent, therefore, represented hidden surplus or hidden profits; is 
that correct ¢ 

Mr. Strerenrotu. That is right. 

Mr. Davis. And the gener al idea was to transfer such amounts to 
surplus accounts; is that correct ? 

Mr. Strerenroru. That is correct. 

Mr. Davis. Apparently each operating company had some overac- 
cruals in these accounts, is that correct ? 

Mr. Strerenrotn. I describe them as overaccruals. As to the years 
1949 and 1950, I admit that they were overaccruals. As to the years 
1951, 1952, and 1953, I say I do not know and nobody else knew at the 
time these entries were put on these books. 

Mr. Davis. What did you do during those years? If no one knew, 
what did you do during those years? 

Mr. Srierenrorn. We transferred amounts out of the reserve ac- 
counts, and therefore left amounts in that were purely and simply 

ibitrarily determined. Mr. Forbeck did not have any papers and he 
never pretended to know. He was a man who would know if anybody 

n the world would know because he had the books that I have said 
ind the whole business. 

Mr. Davis. Mr. Stietenroth, I believe you testified that Mississippi 
Power & Light had approximately $1,400,000 in reserve accounts. 

Mr. Strerenroru. That is correct. 

Mr. Davis. Over that period of years? 

Mr. Srierenrorn. A 5-year period. 

Mr. Davis. And you testified, did you not, sir, that you believe that 
approximately $385,000 of that amount should come out of the re- 
serve account because the statute of limitations was about total as to 
that tax liability; is that correct? 

Mr. Srierenrorn. I said that. 

Mr. Davis. And you were perfectly willing to remove that amount 
of $385,000? 

Mr. Srrerenroru. I not only was perfectly willing, but I had al- 
ready removed $213,000 of it through July and had every intention 
of removing every penny of it by December 31, 1954. 

Mr. Davis. And you would have been willing, would you not, sir, 
to remove from this reserve account all moneys needed except what was 
necessary to cover existing contingencies and consistent with sound 
accounting practices; is that correct? 

Mr. Srierenroru. I would have been willing to remove all that 
was not needed except that I had a very, very serious question in my 
mind. I put it to Mr. Youngdahl. T said, “In the history of this 
company we have never done this before and I am afraid, Mr. Young- 
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dahl, that you are going to have to take away from me your certificate 
as to consistency.’ 

Mr. Davis. Will you explain what you mean by “consistency” ? 

Mr. Srierenroru. We made a determination of. these liabilities 
based upon the information that we had back in those years. They 
were reviewed at that time. I did not personally make them, you 
understand, but they were made in my office. They were generous 
estimates. I had a practice of resolving doubts against myself in 
setting up these liabilities, because that is a conservative thing to do. 
But you can run that into the ground deliberately and intentionally 
and have hidden profits here that do not represent liabilities. But I 
deny that I went beyond that which was reasonable, and based on the 
information that I had available at the time we made these estimates 
of our liabilities for the years 1951, 1952, and 1953. They were re- 
viewed by Mr. Forbeck, they were reviewed by Messrs. H: askins and 
Sells, and they were put on our books. They were certified to as being 
reasonable estimates at the time, and nothing has come to my atten- 
tion yet that would justify me doing anything else than what I had 
done. 

Mr. Davis. You asked Mr. Forbeck of Ebasco, who handled your 
taxbooks, to give you accurate and exact information as to what 
amount of money in those reserve accounts for accrued taxes would 
be unnecessary to meet your actual and existing tax contingent, lia- 
bility; is that correct ? 

Mr. Srierenroru. I asked him repeatedly, and even Haskins & 
Sells in the person of Cy Youngdahl once or twice said, “What Jim is 
talking about is this. He does not want to know if this, if that, and 
if the other; he is saying, tell him the amount that ought to be left.” 

Mr. Davis. You said to him, “Show me what my liability is”? 

Mr. Srierenrotu. That is correct. 

Mr. Davis. You said, “I don’t want any ifs, I want to know 
exactly”? 

Mr. Srierenrorn. Not the word “exactly.” 

Mr. Davis. I withdraw the word “exactly.” 

Mr. Srrerenrorn. I am not so pinheaded about these things that 
these estimates could be made with reasonable tolerances and I would 
have no trouble with them at all if there was a basis for them. 

Mr. Davis. Had you ever before touched your tax reserves before 
the Bureau of Internal Revenue had reviewed and settled the case or 
closed the case ? 

Mr. Srirrenrornu. Never in the history of the company. 

Mr. Davis. And yet you were being asked to do that now; is that 
correct ? 

Mr. Strerenrorn. That is right. 

Mr. Davis. You were perfectly willing to take out of that reserve 
for contingent tax liability every penny over and above what you 
actually needed ? 

Mr. Srrerenrornu. I was perfectly willing to take it out, but again 
IT was sorely concerned about the matter of consistency and I kept 
saying to Mr. Youngdahl, “Have you got to withdraw from me now 
your certificate as to consistency,” and that is just about as important 
as saying that it isa fair statement of the liabilities. 

The Cuarrman. I am sorry, Mr. Davis, but we will have to adjourn 
now. 
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Mr. Davis. Can I have another 2 minutes, Senator ¢ 

The CHarrman,. Yes. 

Mr. Davis. In any event, because Ebasco kept your taxbooks, you 
had to rely on Mr. Forbeck ? 

Mr. Strerenroru,. That is right. 

Mr. Davis. And he never gave you an exact, within reason tolerance, 
an estimate of what would be needed ? 

Mr. Stierenroru. He did not. 

Mr. Davis. Were you ever given a proper basis for an entry with 
regard to such withdrawals? 

Mr. Srizrenrornu. No. 

Mr. Davis. How much did you take out of that reserve tax account ? 

Mr. SrierenrotTu. I took $1,028,000 out, and I was in agreement as 
to $385,000. 

Mr. Davis. You took $1,028,000 out. of an account of $1,400,000 ? 

Mr. Srivrenroru. That is right. I left nearly $400,000 in those 
reserves. 

Mr. Davis. Did the rate payers of Mississippi have any interest in 
such transaction ? 

Mr. Srirrenrotu. They certainly did. 

Mr. Davis. Can you tell us very briefly how they would be affected 
by this transaction ? 

by Srirrenroru. Rate payers pay all of the bills in the final anal- 

and I believe that is a full answer to your question. 

T he Cuamman. No, it isnot. E xplain just how they are affected, if 
you will. 

Senator Kerauver. The point is that this million is eventually go- 
ing to get into common stock of Middle South. 

Mr. SrierenrornH. Yes. 

Senator Keravuver. How would it get into the common stock ? 

Mr. Srierenrorn. It goes into surplus account. 

Mr. Davis. And then becomes available for the payment of dividend 
on common stock ? 

Mr. Srierenroru. Yes, or the issuance of what I will call—you will 
not find it ever described in our records because we avoid it like poison. 

Senator Burter. May I ask a question. 

The Cuamman. No; he is answering. 

Senator Butter. When he finishes. 

Mr. Stierenrotu. On two other occasions, Senator, we have issued 
to Middle South some common stock which the sense of it is a stock 
dividend. The amount on one occasion was $1 million dollars, on 
another occasion $2 million, and when Mr. Wilson said, “You know 
what will happen to that,” and I said, “Yes,” what I meant to say is 
that that money would be transferred out of our surplus account up 
into the capital account and then we would begin to pay 9 percent 
return on that. 

Senator Kerauver. You mean reserves paid in by the ratepayers 
transferred to surplus then transferred to stock dividend for Middle 
South Utilities; is that right? 

Mr. Srrerenrorn. That is what we were just fighting against. 

Senator Butter. Mr, Chairman, may I ask a question ? 

The CHarrman, Are you through? 

Mr. Davis. I would like just one more question. 

The Cratrman. Just a minute. Let the Senator ask his first. 
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Senator Butter. Had there been any reduction in rate of tax, or 
was that mentioned at this conference that you referred to? 

Mr. StizrEnrotuH. Reduction of rate of tax? 

Senator Burier. In rate of tax. Had there been a reduction in the 
rate of the tax. 

Mr. Stierenrotu. Since when, sir? 

Senator Burier. For the years affected. 

Mr. Stretenrornu. A reduction of rate? Sir, when the tax affects a 
certain year, it affects it forever until it is settled. 

Senator Butter. That is right, but was there any question of reduc- 
tion in rate for any of the affected years ? 

Mr. Stierenrotu. No, sir. 

Senator Burier. Did you set up any one of those years—1949, 
1950, 1951, or 1952, for instance—a tax reserve on account of a given 
situation which the Treasury Department ruled on, which would make 
it permissible to affect other years and thereby make it permissible 
to return certain reserves to the undivided profits of the company ? 

Mr. StrerenrotuH. No, sir. 

Senator Burier. That was not a part of this calculation? 

Mr. Srrerenrotu. No, sir. 

The Cuareman. All right, Mr. Davis. 

Mr. Davis. I would just like to ask you, sir, what is the advertising 
slogan of Middle South Utilities? 

Senator Kerauver. Before you get on that, are you about to leave 
this tax matter? 

Mr. Davis. Yes. 

Senator Krrauver. I want to ask one question. Apparently $3 
million has been done this way before. This was $1,027,000. 

The Cuatrman. One million twenty-eight thousand dollars. 

Senator Kerauver. One million twenty-eight thousand dollars. It 
would appear that this would be a method of milking the operating 
company for the benefit of the holding company. 

Mr. Strrrenrotu. In my opening statement—I do not know whether 
you were here, Senator 

Senator Kreravuver. I was here. 

Mr. Strerenrorn. I said that the holding company is paid a 9 
percent dividend on the money they have gotten invested in the com- 
pany and also the money they have not got invested in the company, 
and I was referring to the $3 million that has been moved from sur- 
plus account up into the capital account. 

Senator Kerauver. And perhaps this $1,028,000 if it goes that 
far? 

Mr. Srirrenrorn. Yes, sir. That is what Mr. Wilson said when 
he said, “You know what will happen to that million dollars,” and 
T said, “Yes.” 

Senator Krracver. I have the Utility Holding Company Act here, 
and is not this a direct violation of the purpose, intent, and the letter 
of the law of the Holding Company Act? 

Senator Burier. I think this witness said he is a layman. 

Senator Keravuver. He said he had two LL.B. degrees. 

What is your opinion about it? You area utility man. 

Mr. Strerenrorn. Sir, I think that the way we have operated down 
there is certainly in violation of the spirit of the Holding Company 
Act of 1935. As Isay, I ama layman. 
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Senator Keravuver. I see what the Holding Company Act is sup- 
posed to do is to bring about arm’s length bargaining between the 
operating company and the holding company. I just wondered 
vhether you witnessed any arm’s length bargaining. 

Mr. Strerenrorn. I believe that havi ing been on this witness stand 
for a good many hours that you do not need to ask me that question. 

Mr. Davis. Would you say it was short-arm bargaining ? 

Mr. Strerenrorn. 7 would say that the control is so complete ul- 
| there is no bargaining. I do not think that is an overstatement 
t all. 

Mr. Davis. I have no further questions. 

The CuatrMan. We will adjourn until 10 o’clock tomorrow morn- 


ing. 


(Whereupon, at 12:35 p. m., a recess was taken until 10 a. m., Fri- 
day, October 1, 1954.) 
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FRIDAY, OCTOBER 1, 1954 


Unrrep States SENATE, 
SupcomMITree ON MonopoLy AND ANTITRUST 
OF THE COMMITTEE ON THE JUDICIARY, 
Wasurnerton, D. C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 424 
of the Senate Office Building, Senator William Langer (chairman) 
residing. 

Present: Senators Langer and Kefauver. 

Also present: Mr. Sidney Davis, counsel to the subcommittee. 
The Cuarman. The subcommittee will come to order. 

[ want to mention to Senator Kefauver that yesterday you asked 
that the transcript be sent to the Department of Justice. That re- 
quest is granted, and will you see that the Department of Justice 
gets a copy of all of the tr anscripts so far and each day as we get it, 
and send it to Mr. Stanley Barnes, head of the Antitrust Division, and 
also a copy direct to Attorney General Brownell, and will you see 
that that is taken care of ¢ 

Senator Kerauver. Thank you, Mr. Chairman, and since it does 

appear that there are probably violations of the Holding Company 

Act upon which the Attorney General may wish to secure indictment, 
[ would like to further ask that, when it is possible to do so, the coun- 
sel for our committee, Mr. Davis, point these out to the Department 
of Justice and Mr. Brownell and Mr. Barnes, and analyzing the par- 
ticular situations that might give rise to criminal prosecution. 

The CuatrmMan. That request will be granted. 

Senator Keravver. I know it is a big burden to put on Mr. Davis, 
and he is carrying the whole burden by himself, but perhaps when he 
has a little breathing spell he can do that. 

The Cuarrman. You may proceed. 

Se nator Keravuver. Mr. Chairman, before we proceed, on Septem- 
ber 22, I addressed a letter to the Federal Power Commission, which 
I would like to make a part of the record here, setting forth state- 
ments by Mr. Stietenroth and stating that, in my opinion, it was a 
matter that they would be interested in, and I asked them to make an 
investigation to see whether they were violating any rules of the 
Federal Power Commission, particularly with reference to keeping 
two sets of books. I have a letter from the Federal Power Commis- 
sion, dated September 29. May I read just one and a half para- 
graphs ? 

The CHarrman. You had better read the entire letter, or hawe the 
clerk read it for you, if you wish. 
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Senator Keravuver. I will ask the clerk to read the letter. There 
are certain figures here which I think are detailed, and we might 
omit some of the figures. 

First, before the letter is read, if I may ask permission to place in 
the Record my letter of September 22, 1954, to Mr. Kukendall the 
Chairman of the Federal Power Commission. 

The Cuarmman. Permission is granted. 

(The letter is as follows:) 

SEPTEMBER 22, 1954. 
JEROME K, KUYKENDALL, 
Commissioner, Federal Power Commission, 
Washington, D. C. 


Dear Mr. KuYKENDALL: I want to call to your attention the statement of Mr 
J. D. Stietenroth, secretary and treasurer of the Mississippi Power & Light Co. 
from 1937 until a few days ago when he was discharged after publicity charging 
that the company exercised no local control, that rates could be cut millions of 
dollars, and that two sets of books are kept—-one in Mississippi and the other in 
Wall Street. 

In view of the gravity of the charges made by an official of such long standing 
with the company, I would appreciate the following information from the Federal 
Power Commission : 

1. Do you know for a fact whether two sets of books are kept, and is this 
permissible under the requirements of the Federal Power Commission as to uni- 
form accounts? 

2. How do Mississippi Power & Light Co. rates compare with those of sur- 
rounding utilities? 

8. What is the net return on capital investment of Mississippi Power & Light 
Co. over the past 5-year period? 

4. What have been the earnings over the past 5-year period on the common 
equity of Mississippi Power & Light Co. and what dividends have been paid? 

5. When was the last time the Mississippi Power & Light Co. books were 
examined by the Federal Power Commission? 

Because of the obvious interest of the Securities and Exchange Commission 
in the charge concerning two sets of books, I am sending a copy of this letter to 
the Chairman of the SEC, with a similar request for information on that subject 
from him. 

Sincerely, 
Estes Kerauver, United States Senator. 

Senator Kreravver. This letter is in response. 

The CrerK. This letter is from the Federal Power Commission, 
dated September 29, 1954, addressed to Hon. Estes Kefauver, United 
States Senate, Washington 25, D. C. 

Dear SENATOR Kerauver: Reference is made to your letter of September 22, 
calling our attention to the statement of Mr. J. D. Stietenroth, former secretary 
and treasurer of Mississippi Power & Light Co., and also requesting certain 
information regarding the company. 

When the Commission learned of Mr. Stietenroth’s charges, arrangements 
were made for our staff to examine the books and records of the company. This 
examination will begin on September 29. 

Answers to the questions in your letter of September 22 are given below; the 
numbers correspond to the numbers of your questions. 

1. The Commission is not informed as to whether two sets of books are being 
kept by the company. According to the statement of Mr. Stietenroth he appears 
to have used the term “two sets of books” to refer to (a) the company’s corporate 
books of account kept at the company’s offices in Jackson, Miss.: and (0b) a set 
of tax records kept at the offices of Ebasco Services, Inc., in New York City for 
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the purpose of preparing Federal and State income-tax returns. If the second 
et of books are in the nature of memoranda or supplemental records, maintained 
solely for tax purposes, such records would not necessarily be objectionable. It 
may be observed that the basis for reporting taxable income, as required by the 
Internal Revenue Code, does not in all respects conform to generally accepted 
principles of accounting, and for this reason most companies keep certain tax 
ecords which are at variance to some extent with the corporate books of account. 

Without more specific information as to the nature and use of the second set 
of books alleged to be kept in New York City, the Commission is unable to state, 
at this time, whether or not the keeping of such records is contrary to its account- 
ing rules and regulations. ' 


2. There are attached tables showing comparisons of retail and wholesale rates 
of Mississippi Power & Light Co. with those of surrounding utilities. The infor- 
mation shown in these tables is based on reports filed with the Federal Power 
Commission by the companies. 

3. The percentages of return earned by Mississippi Power & Light Co. during 
the years 1949 to 1453, inclusive, computed on average plant, exclusive of construc- 
tion work in progress, less average depreciation and amortization reserves, were 


as follows: 






















Percent 
6. 849 
6. S91 
3. 801 
6. S06 
3. O75 








The source of the information from which the above percentages were computed 
the company’s annual reports (FPC No. 1) to the Commission. 
1. There are set forth below the earnings available for common stock, the 
percent of common equity (common stock and surplus), and the dividends on 
common stock for the period 1949-53 of Mississippi Power & Light Co.: 







Earnings available for common stock: * 











BP cite diinchait cnet ebit-sicerdiaytcininsintpenecntadiitlaen sa tical itsienenmntibintiiae natin $2, 066, 191 
PA ahesethidiecactas deli spvegteetnivisibigathnslie hice, ciapeaiainahb iia inceindinacceneadee 2, 504, 270 
Berti Nice Saescactvtciecseeetiam bicentennial Nia tht iat tie ssh asinine 2, 907, 705 
te eniicen dpsed cess tailh MMe hilly cilia sitet hilestain niall acinacasnpbintsiciniliberiemecice 3, 324, 910 
PAID ee isenmnnleiatgeninitenisi eatin cst dincaneibs ean siseriieiesitiiantietiaciegtnminiatiien 3, 728, 687 








1 Information taken from Moody’s Public Utilities Manual, 1954 (p. 278). 






Dividends on common stock :? 






a $1, 417, 500 
i ai inl al a a 1, 890, 000 
Iie encirance veces ining ie ign i es a 1, 890, 000 
I caine ees i a a 1, 890, 000 
ee necesita initiate aA atti Ia nanisins canes 2, 340, 000 






*Information obtained from the company’s annual reports (FPC Nc. 1) to the Com- 
mission, 
5. The last field examination of the books of Mississippi Power & Light Co., 
concluded in November 1943, was in connection with a review of reclassification 
and original cost studies of electric plant submitted by the company in accordance 
with the Commission’s requirements. 

It is hoped the foregoing information will be of assistance to you. 

Sincerely yours, 













JEROME K. KuyKENDALL, Chairman. 
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(The enclosure is as follows :) 


Wholesale for resale sales—Comparison of average rate* charged by Mississippi 
Power & Light Co. with average rates’ by other surrounding utilities 


[Cents per kilowatt-hour] 


| | 
, | Other firm 
i Ss 2< 
ceca « ae | Sales to mu- sales to non- 
aan | cooperatives | Micipalities | associated 
— | utilities 





Mississippi Power & Light Co. 

Mississippi Power Co-. 

Alaba'ra Power Co 

Gulf States Utility Co 

Louisiana Power & Light Co - 52 
Arkansas Power & Light Co .49 


| 
- 

Public Service Co. of Oklahoma. -. dea . | . 59 
| 


1 Average rate is computed by dividing revenues received by kilowatt-hour sold. 
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(Discussion off the record.) 


The Cuatrman. I want to say again invitation is open that any- 
body can appear at anytime and ‘testify under oath, and that includes 
Mr. Yates, Mr. Dixon, or anyone else, and that invitation has been open 
for days and no one has come to the chairman and asked to testify. 
Until they do, I don’t care for these voluntary statements. 

Senator Keravver. Mr. Chairman, does counsel have e any informa- 
tion whether Mr. Yates or Mr. Dixon wished to testify or not? 

The Cuamman,. They have not come near me. 

Mr. Davis. I have no information, sir. 

The Cuarrman. They just do not want to testify. 

Go ahead, Mr. Davis. 





TESTIMONY OF J. D. STIETENROTH—Resumed 


Mr. Davis. At the close of yesterday’s testimony, you were describ- 
ing to us in some detail a meeting which occurred to deal with the 
problem of reserve for accrued taxes. And at that meeting, as I un- 
derstand, there were present representatives not only of Mississippi 
Power & Light, but of Arkansas and Louisiana as well. 

You described to us, and you correct me if I am wrong, sir, how you 
were ordered to take approximately $1,028,000 out of a reserve fund 
for accrued taxes and put it into an earned surplus account. 

Do you have anything further to tell us with regard to that meeting 
and that situation ? 

Mr. Srierenroru. Well, I have already described in great detail 
what happened as it related to Louisiana Power & Light Co., Arkansas 
Power & Light Co., and Mississippi Power & Light Co. 

Now, the only other company, operating company, that was present 
there, was New Orleans Public Service, Inc., and Mr. Gerald Andrus 
was the representative. 

Now, after they had finished with me, and I had said I would go 
ahead and make the transfer of $1,028,385, of which I said I was in 
thorough agreement with, and the balance I was not, then the scene 
moved to Mr. Andrus who is with New Orleans Public Service. It so 
happened that Mississippi Power & Light Co. had in these reserve 
accounts about $1,400,000, and New Orleans Public Service had almost 
exactly the same amount, that is, $1,400,000, 

Now, it didn’t take very long, working with Mr. Andrus, to reach 
a conclusion that the $1 million should be left in his accrued tax ac- 
counts and the $400,000 should be taken out which was just the reverse 
of what the situation was in Mississippi, where the decision was 
reached to take the $1,028,000 out of the reserves, to the surplus account 
and leave the $400,000 in the reserve. 

Now, it seems that in the discussion that occurred there, the right 
to have a certain deduction in New Orleans Public Service situation, 
that is, a deduction as expenses on their income-tax return, was highly 
questionable. Then there was the other matter that the commission 
in the city of New Orleans had an ordinance 

Mr. Davis. Which commission, sir? 

Mr. Strerenrotu. In New Orleans. 

We have a State commission, and then we have a city commission 
which has jurisdiction over the city of New Orleans. 

Mr. Davis. You mean for rate-making purposes and regulation ? 
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Mr. Srrerenroru. Yes, and just jurisdiction over the public utility 
down there. New Orleans Public Service operates in New Orleans 
only so far as I know. 

The ordinance that I am speaking of is what might call a recapture 
clause. It seems that their philosophy of regulating the return that 
the utility may have is to fix the maximum amount of dividends that 
can be paid on the common stock; in other words, as I get it, in large 
measure they just pass over the details and say, “You may not pay 
more than 9 percent,” and then there is one other feature of it, as I 
learned at that meeting and as I have understood throughout the years, 
that in New Orleans it is just common knowledge that the electric 
utility is expected to subsidize the transportation department, and I 
have heard that the transportation fares are probably the lowest in the 
Nation. It is all well known that that is going to be done. As to the 
gas department, I don’t have any specific knowledge how it comes 
out. 

But coming back to the electric department, if there are earnings, as 
I understand their rules, and the way they operate down there, that 
are so much greater than enough to pay this 9 percent which is a maxi- 
mum that they will let them pay on the common stock, almost all of 
which is held by Middle South Utilities, but there is a handful in the 
hands of the public, it is something like this: 

That the city of New Orleans just simply will construct what we will 
call and what is called in New Orleans Public Service accounts as city 
improvements. 

As I understand the operation of it, when money goes into the sur- 
plus account that is too great, the city just simply builds a park, or 
some sort of a city improvement, and through some sort of a device they 
just simply send the New Orleans Public Service the bill, and it is 
paid for in that manner. 

Therefore, I believe that one of the influences that affected the deci- 
sion in Mississippi, where there is no State regulation and practically 
no municipal regulation, for us to put the $1 million in the surplus 
account so it could be transferred up into capital account and we pay 
9 percent on it, and keep the $400,000, whereas exactly the reverse is 
done in New Orleans. I believe that one of the heavy considerations 
was that, if that $1 million had dropped down into their surplus 
account, then the city of New Orleans would have had the power to do 
what I have described as recapture. 

Mr. Davis. Have you anything further to tell us about that, sir? 
If so, you may proceed. 

Mr. Strerenroru. I believe that is all, sir. 

Mr. Davis. Mr. Stietenroth, may I turn your thoughts in a slight] 
different direction for a moment now? We have been discussing with 
you the problem of monopoly in the power industry for the past few 
days, especially as exemplified by the experiences of your own former 
company, Mississippi Power & Light, and you have been giving us the 
benefit of your intimate knowledge about the affairs of that public 
utility. 

This committee, as you may know, sir, has already been concerned 
with evidence of heavy pressure to get rid of the competitive influence 
exerted by rural-electrical cooperatives and municipal-electric sys- 
tems. It has heard testimony indicating that there has been a care- 
fully planned compaign to undermine the position of rural-electric 
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cooperatives, and it has been interested in the monopolistic aspect of 
this campaign. 

We would therefore be interested to hear anything you have to tell 
us about the relationship between the Mississippi Power & Light 
Co. and the rural electrical cooperatives in that State. Is there an 
REA cooperative in Mississippi, sir? 

Mr. Srirvenroru. Yes, sir; there are many REA cooperatives in 
Mississippi. 

_Mr. Davis. Can you tell us anything about the attitude of Missis- 
sippi Power & Light toward the cooperatives and give us any specific 
illustrations ? 

Mr. Stierenrorn. Yes, sir. 

Some of the co-ops down there—and incidentally these cooperatives 
are called in all cases and they have these words in their corporate 
name—‘Electric Power Association,” and one may be called Capital 
Electric Power Association, and another one North Central Missis- 
sippi Electric Power Association, and they are all organized under 
the statutes of the State of Mississippi. Without having complete 
knowledge, I just know that they all receive funds from the national 
REA. 

Now, a good many of them have been organized for a great many 
years. But about 2 or 3 years ago, and I am sure that it was under 
the prior administration, there was an attempt to organize a coopera- 
tive in the area of De Soto, and I believe Marshall County, and I will 
name the town that I can name with particularity. In other words, 
in the area, generally, Byhalla, Olive Branch, Hernando, Goldwater, 
Sardis, Senatobia, and I believe that will block in the area. 

Now, when the folks tried to get a loan to go in the business in what 
finally turned out to be the North Central Mississippi Electric Power 
Association, our company was quite active in its efforts to prevent 
that loan from being made. Now I do not mean to imply that our 
company at that time did anything that was inappropriate, but it did 
fight tooth and nail to prevent this organization from receiving a loan 
which I believe turned out to be $1,300,000 which is granted by the 
prior administration. 

Now, to follow that north Mississippi co-op on down to date, as I 
say, they got the money. 

Mr. Davis. Was that a generating transmission cooperative or just 
a transmission cooperative ? 

Mr. Strierenrorn. No. It was strictly a distributing co-op. 

However, in the first weeks or months of their operation they set 
down some little put-puts on the side of the road and furnished their 
own power because, as I understand it, TVA was either not in position 
at that time, or had no facilities to tie them to it, but later, I am 
advised that they took their power from TVA directly and they are 
right up to the Tennessee-Mississippi line. That is the area where 
they are. 

Mr. Davis. Will you proceed, sir? 

Mr. Srietrenrotu. Now, after the National REA had granted this 
loan, and these folks were in business, or about the time, or simul- 
taneously with it, we sent construction crews into this area, and we 
built lines in every direction. And I will say that people who for- 
merly had not been able to get service from us could get service. 
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Mr. Davis. Was that because you feared the new competition of 
this new REA cooperative ? 

Mr. Srierenroru. Well, competition will certainly put anybody 
on the line, and that is what we were running into there. In other 
words, they had said that they were going to get some 2,300 customers, 
ind they never got but 1,600, as I recall. 

Mr. Davis. Was any attempt made by Mississippi Power & Light 
to eliminate the competition represented by this new REA or to 
destroy it or hamper its position competitively ? 

Mr. Srrerenrotu. Well, as I say, we went into the area with our 
construction erews and, additionally, we just sort of drew a line 
around the area, the same area that they operated in, and we made a 
pecial rate for the people in that area. 

Mr. Davis. May I interrupt you for just one moment ¢ 

Before you get to the special rate, you say you sent construction 
crews into that area. What did the construction crews do in that 
area and what did they construct ? 

Mr. Strerenrotu. The construction crews were to build lines which 
the opposition would call spite lines. Now, that is not my description 
of them. We had just come to the point where we knew that we were 
voing to have to cover the area or this co-op was going to do it, and s 
we were prepared and we had the forces and the money, so we jus t 
poured it into the area. 

The CuarrMan. By the opposition you mean the farmers and small 
municipalities that composed the REA 2 

Mr. Strerenroru. Yes, the folks that were trying to organize a co- 
op; they described our activities as building spite lines. 

The CHARMAN. Up to that time these farmers and the small mu- 
nicipalities had not h: ' electricity ; is that true? 

Mr. Srrerenroru. I do not say that there are any municipalities 
of any magnitude, sir, that didn’t have electricity, but there were 
backwoods areas that didn’t have it. 

The CuarrmMan. That is the farmers didn’t have it ? 

Mr. Stirerenroru. The farmers didn’t have it. 

Mr. Davis. Is it correct to say that you were building lines where 
you had never been willing to build them before ? 

Mr. Stierenrotu. That is what I have said, sir. 

Mr. Davis. Did you build them in all directions in that area ? 

Mr. Strerenroru. We built a great many of them in that area, and 
I don’t have the amount of the mileage before me, but we had a rule, 
CORNERING, that we had to justify lines; that is, we would only 
build lines where you could show the economic feasibility. 

Mr. Davis. By that you mean the profit possibility ¢ 

Mr. Srrerenroru. That is right. But in that area the rules would 
be suspended. 

Mr. Davis. Was that because it was not considered profitable to put 
lines into that area ? 

Mr. Srrerenrorn. Well, in view of the fact that we were faced with 
this competition, the rules were suspended because we had about 
reached the conclusion that we weren’t even going to look about the 
economic feasibility. 

Mr. Davis. I see. And then you build new lines in an area where 
you had never built lines before, without regard to economic 
feasibility. 
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the new competition represented by this new REA? Is that correct, 
sir? 

Mr. Srierenrornu. That is substantially right. Now, let us not 
overstate me in this respect. 

Mr. Davis. I don’t want you to overstate anything, sir. And I 
want you to be very careful in what you say. 

Mr. Strerenrorn. We had in this area lines on the principal high- 
ways and in the principal densities of customers. But there were 
other areas inside of the overall area that were not served. That is 
what I am saying to you. So it is not a fair summary to say that we 
had no lines in the area, because we did have lines in the area. 

Mr. Davis. Will you proceed, sir? 

Mr. Strierenrotu. Now, I have spoken about a special rate. 

Mr. Davis. Yes. Will you proceed. 

Mr. Srrerenrorn. And I actually had my own personal bill com- 

yuted on the basis of what I was actually billed and what I would 
fik'vs been billed if I had lived a way out in the country in this north 
central Mississippi area, which is generally in the area of De Soto 
County and Senatobia. 

Mr. Davis. Do you have your own bill with you ? 

Mr. Strerenrotnu. Yes, sir; I do have. 

Mr. Davis. For what period ? 

Mr. Srrerenrorn. For the period for the month ending July 26, 
1954. 

Mr. Davis. And that is your personal bill from Mississippi Power 
& Light Co. ? 

Mr. Strerenroru. That is my personal bill from Mississippi Power 
& Light Co. 

Mr. Davis. For the electricity consumed by you at your home 
address ? 

Mr. STreTenroTu. Yes, sir. 

Mr. Davis. And will you state your address, sir ? 

Mr. Strierenrotru. My address is 4877 Maplewood Drive, right on 
the face of the bill. 

Mr. Davis. Jackson, Miss. ? 

Mr. Srrerenrorn. Yes, Jackson, Miss. 

Now, the amount of my bill 

Mr. Davis. You live in the city, do you not ? 

Mr. Stierenrornu. I live inside of the city of Jackson, inside the 
corporate limits of the city of Jackson, which is the largest city in 
the State of Mississippi. 

Mr. Davis. What was your electric rate for that month in the city 
of Jackson ¢ 

Mr. StrierenrorH. Well, now my electric bill in the city of Jackson, 
I used 1,476 kilowatt-hours of electricity and the amount of my bill 
was $26.76. 

Mr. Davis. May we have that, sir? 

I would like to have this inserted in the record and marked as an 
exhibit. 

The Cuarman. It will be admitted. 





And is it fair to say that the purpose of doing so was to eliminate 
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(The information referred to is as follows:) 


Exner 10 
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Mr. Stierenroru. I had the same number of kilowatt-hours com- 
puted a as if I had lived out on the very end of one of those stringer 
lines, that is, extensions out into the rural area, up in the area around 
where this North Central Mississippi Electric Power Association had 
been organized. This is a computation by my own billing department. 
It comes to $19.96. 


52390—54—-pt. 2 
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Mr. Davis. And you vouch for the accuracy of this computation! 

Mr. Stierenroru. Yes, sir. 

Mr. Davis. In other words, sir, living in the city of Jackson, Miss., 
where there is a great density and a lot of people, your monthly elec- 
tric bill was $26.76 for this month; is that correct ? 

Mr. Stierenroru. That is correct. 

Mr. Davis. But if you had lived in the area served by this rural 
electrification cooperative, your bill for a same, precisely the same 
amount of power, would have been $19.96; is that correct ? 

Mr. StierenrotnH. That is correct. 

Mr. Davis. That represents a difference of $6.80 for that month? 

Mr. Stierenroru. That is correct. 

I would add that this lower billing existed nowhere else in our entire 
property, except within the little area that you can just draw a line 
around the North Central Mississippi Electric Power Association, 

Mr. Davis. Is it fair to say, sir, that the existence of the North Cen- 
tral Mississippi Power Association, therefore, brought down electric 
rates considerably ¢ 

Mr. Srierenrorn. Yes, sir. 

Mr. Davis. And they ‘also brought down the competing rates of 
Mississippi Power & Light, at least in that area; is that correct ? 

Mr. Stierenrotu. Yes, sir. 

Mr. Davis. And is it corect to say that rates were brought down to a 
very considerable extent as a result of the competition represented by 
this REA? 

Mr. Stierenroru. Yes, sir. I have actualy—I dont’ have it with 
me and I don’t remember what it was—but I[ had the residential usage 
for all of the customers in that entire area priced out on the basis of 
the rate that would have existed up there, if it hadn’t been for this 
special rate, and it had already been priced out on the special rate be- 
cause that is the basis for the actual billing to the customers. And 
my recollection is that the difference percentagewise was substantial, 
but I don’t have it with me. 

The Carman. Have you got it in your office? 

Mr. StrerenrotH. Yes, sir; I have it. 

The Cuatrman. Could you furnish it to this committee ? 

Mr. Srierenroru. Yes, sir. 

The Cuamman. Will you see that that is done, Mr. Davis? 

Mr. Davis. Yes. 

The Cuatrman. Mr. Witness, I would like to ask a question here. 

Now, out in North Dakota my sister lives on a farm and the North- 
ern States Power Co. had a line going right by where she and her 
husband lived, and it took five poles: to connect up their farmhome with 
Northern States Power Co. 

I was Governor at that time, and I asked the Northern States Power 
Co. what it would cost to have my sister’s and husband’s farm wired 
up, and they said it would be between $1,100 and $1,200. Shortly 
thereafter we passed the REA law, and she and her husband paid 
$5 for membership, and all she had to do was to wire her place. 

Now, was that what happened in the State of Mississippi under 
this company ¢ 

Mr. Srrerenroru. Yes, sir. 

In the early days of this company, many, many years ago, every 
person, and, as I say, we test every expenditure, ‘unless we want to 
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suspend the rules, on the basis of economic feasibility. If it just 
an't show a good high profit, why, then we just don’t go into it at 
all. so the upshot was that we always, in the early days of the com- 
pany, would require what we called construction contract advances 
from the farmers in order to get service. In other words, the thing 
that you have described is exactly the pattern that existed a good 
many years ago before REA in the State of Mississippi, particularly 
on the properties of Mississippi Power & Light Co. 

Senator Kerauver. May I ask a few questions at this point? 

In other rural areas, not in the North Central Mississippi section, 
would the rural rate be as low as the residential rate in Jackson ? 

Mr. StrerenrorH. No, sir; it was a higher rate. 

Senator Krerauver. How much higher, generally ? 

Mr. Srrerenroru. I believe that it was the same general rate, sir, 
and this is a recollection, and we have so many rate schedules that 
it would be the same steps in the rate, but it would be either 50 cents 
or possibly $1 per bill per month higher. 

Senator Kerauver. In other words, if you had lived in a rural 
section, outside of this North Central Mississippi cooperative section, 

some other rural section of Mississippi, you would have had to pay 
a higher rate than you did in Jackson ¢ 

Mr. SrierenroruH. Yes, sir. 

Senator Krerauver. Now, this lower rate for this North Central 
cooperative region which you have figured here, of course, as you say, 


= 


that was put in for the purposes of trying to keep the cooperative 
out ¢ 

Mr. SrrerenrorH. No, sir; it had already granted the money to 
them. 

Senator Kerauver. It was to try to keep them from getting cus- 
tomers ¢ 

Mr. Strerenrornu. That is right. 

Senator Kerauver. Now, the money was granted by the Federal 
Government, but the cooperative had lines; had they been built or 
not ¢ 

Mr. Srrerenroru. They were in the process of being built. And 
they got $1,300,000, and they went into the business. 

Senator Krrauver. What would have happened if your lowering 
of rates had resulted in preventing the cooperative from coming in? 
Suppose they had found then that they couldn’t get enough customers 
to come in and make it feasible for them to operate. Do you think 
this lower rate would have continued on? 

Mr. Strerenrotu. Well, sir, of course, I am on the witness stand 
and under oath. You are asking me to prognosticate as to the future. 
But in my opinion the answer is that as soon as the threat was gone 
we would have found means to go back to our regular rate schedule. 

Senator Kreravuver. Did you lower rates for the people in the towns 
where you were already serving in this North Central area? And was 
it a general lowering of rates all through the section, commercial, in- 
dustrial, rural, and so on ? 

Mr. StrerenrotuH. This that I am telling you about and that I have 
this specific knowledge of, and I have worked up this difference in 
cost, was a residential rate. Now, ordinarily, everywhere else in the 
State of Mississippi we have a differentiation between town rates and 
rural rates. But up in this area, we dropped the differentiation en 
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tirely between the inside of the corporate-limits rate and the outside- 
corporate-limits rate and, additionally, we suspended certain features 
ina rate schedule that had been operating, that had the effect of lower- 
ing the bills as I have said on that particular usage by $6.80 per 
month. 

Senator Kerauver. Let me see if I understand that. In other sec- 
tions and in this section prior to the time that the cooperative started 
to come in, you had a higher rate for rural sections than you did for 
town sections ? 

Mr. Stretenroru. That is right. 

Senator Krrauver. But to meet this competition, you marked out 
that differential, and then in addition to that found means for further 
lowering of the rate ; is that correct ? 

Mr. StieTenrotu. Yes, sir. 

Senator Kerravver. Didn’t the Mississippi Utility Commission 
require some uniformity of rate application. 

Mr. Stierenroru. There is no State commission in the State of 
Mississippi that has jurisdiction over either electric, gas, or water 
public utilities. The statutes of Mississippi provide in a rather in- 
definite and vague sort of way that each municipality may fix maxi- 
mum rates, and do some other things. As to the areas outside of the 
municipalities, it is just wide open. 

Senator Keravver. You just charge whatever you want to? 

Mr. Stretenrotn. Well, we never did that, sir, exactly; it is always 
related to that which we were doing in town, but the rural was always 
higher. 

Senator Krrauver. In State or Federal, there is no regulatory pro- 
vision with reference to rates over the Mississippi Power & Light Co. ? 

Mr. Srrerenroru. Not, except inside of the municipalities. Now, 
the Federal Power Commission has the power and I believe from time 
to time exercises it with respect to any blocks of power that are sold 
across State lines in interstate commerce, but the Federal Power Act 
specifically provides that they do not have jurisdiction over the loca] 
sales of power. 

Senator Krravuver. Thank you, Mr. Chairman. 

The Cuatrman. Could I get a description of how these spite lines 
operate ? 

Mr. Strrerenrotru. Well, sir, as I say now 

Senator Kerauver. That is what the other people call them. He 
does not call them “spite” lines. That is what the REA people call 
them. 

Mr. Davis. Why do they call them spite lines? 

Mr. Srrerenrornu. It is because when you are in an area like this, 
and the co-ops get the money, and you get the notion that they 
are going to run out in this direction, that is a signal to beat them 
to the punch, so to speak, and we have the facilities and we have the 
organization, and we have put the construction trucks and crews in 
there, and actually we are better organized than any little co-op 
can possibly be, and they of course say that they are spite lines and 
we are saying that we are just protecting our business. 

The Crarrman. In other words, you took the cream, and the REA 
took the skim milk; is that right ? 

Mr. Strierenrotru. That is what they say, sir. 

The Cuatrman. Well, is it true or is it not? 
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Mr. SrrerenrorH. Well, our company is basically, as you and every- 
ody knows, we have all of the municipal business that is within 
oni ate limits. Well, there is the cream that you are describing, 
as you get it, and there is the business where you have got high 
density, and pretty good usage and if it were not for the pressures 
if REA, I expect we would not be out in the farm area hardly at 
ill, except in those areas where there was pretty good density or for 
some reason such as water pumping, or dairy farming, where there 
would be some pretty high usage. 

The CHatrMANn. You misunderstood me. Here is a farming com- 
munity and there is a certain density in a part of that farming com- 
munity, and the REA is going to build its line in there. But off in 
the distance there are some isolated farms. You did not build your 
spite lines over to those isolated farms; you just took the cream out 
of that farming community. 

Mr. Srrerenrorn. Well, years ago, and in different places, in Mis- 
ssippi, we did it in different ways, Senator. When it came down 
to these co-ops, with $1,300,000 to go into business up there, we not 
nly would take the cream, but we would also go out into that thin 
irea. 

Senator Keravuver. You would do anything you could to kill the 
ompetition ¢ 

Mr. Srrerenrotu. Yes, sir; that is a summation of what you have 
isked me. 

Mr. Davis. As I understand it, sir, then, the formation of this new 
REA, the north central Mississippi REA, resulted in prices being 
brought down by Mississippi Power & Light in that area and it 
resulted in considerable price decrease; is that correct ? 

Mr. Strerenrora. It was substantial. 

Mr. Davis. And did the existence of the REA in that area result 
n better service? 

Mr. Srrerenrorn. It did. 

Mr. Davis. And it resulted in wider service; did it not? 

Mr. Srrerenrorn. Yes, sir. 

Mr. Davis. And the construction of many new lines that would not 
have been constructed otherwise by Mississippi Power & Light? 

Mr. Srrerenroru. That is right. 

Mr. Davis. I gather that it is correct to say that Mississippi Power 
& Light was not too happy about the existence of North Central 
Mississippi ? 

Mr. Stierenroru. I have testified that we fought it on top of the 
table, and in the prior administration, just tooth and nail. 

Mr. Davis. When you say you fought it, will you tell us how you 
fought it, you fought its formation ? 

Mr. Strerenrotu. We fought the formation, the granting of the 
loan, because if those folks could not get the money, they could not 
get the business, and that is for sure. So we presented what we called 
our side of the case, to the National REA, and I just don’t know how 
many visits were made to the offices of the national REA, and letters 
written and conferences, in trying to show the national REA that 
we were already serving the area, and that we were perfectly willing 
to serve in the area, and that therefore the loan should not granted. 

Mr. Davis. Can you describe the relations that existed between the 
national REA, and Mississippi Power & Light ? 
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Mr. Stierenrotu. When is that? 

Mr. Davis. In the past, at that time and at the present time. 

Mr. Srrerenrorn. Well, at that time, it follows that our relations, 
I am sure, were friendly, and reasonable, but they went right ahead 
and granted the loan. 

Mr. Davis. Are your relations still fr iendly and reasonable with 
the national REA, and have they changed in any respect? 

Mr. StierenrotH. Under the new administration, and in recent 
months, the rel: ationship has been cordial. 

Mr. Davis. Cordial? Is it better or worse than the relationship 
that existed under the old administration ? 

Mr. Strerenroru. Well, from our viewpoint, it would be better, 
and from the co-ops viewpoint, it would be worse. 

Mr. Davis. Would you say or can you tell us whether the relation- 
ship between Mississippi Power & Light and the national REA are 
more cordial than the relationship between North Central Mississippi, 
REA Cooperative, and the national REA ? 

Mr. Srrerenroru. Well, I believe that our relation, and I keep say- 





ing “our” and I guess everybody knows that it used to be “our” but ct 
I have been since fired. 4 

Mr. Davis. We will just footnote informally every time you say a 
that. 5 


Mr. StierenrorH. I hope you will, because I do not mean to pre- 
tend before you that I am still an officer of the Mississippi Power & 
Light Co. 

Mr. Davis. We are quite aware of that, sir. 

Mr. StrerenrorH. You have asked me a question, and I understand 
it, and I will answer it. I would say that as of this date, unquestion- 
ably our relations, that is Mississippi Power & Light Co.’s relations, 
to the national REA’s office, is more cordial, and more friendly and 
more helpful than the relations of the North Central Mississippi 
Electric Power Association. 

Senator Kerravver. How did you improve your relations so 
markedly ? 

Mr. Srierenrotu. Sir, I cannot answer that because I do not know. 

Mr. Davis. Now, you have told us about the formation of the North 
Central Mississippi PA or REA C ooperative, in spite of the attempts 
of Mississippi Power & Light to keep it from being organized. Can 
you tell us what the progress development or present ‘status of that 
REA is, and how has it worked out? Has it succeeded or has it not 
succeeded or what has happened to it? 

Mr. Stierenrorn. I will add to what I have said and you have asked 
me about the relationship as I understand it of our company, and the 
national REA, and the co-op and national REA. There is some one 
or more of the people who are in the national REA office that have 
been down to Jackson, and I do not know who they are, but I know 
they have been down, and they have conferred with Mr. Wilson in 
respect of this matter. That is Mr. R. B. Wilson, president of our 
company, and I also know that he has made visits up here, and this 
co-op is in serious financial trouble. As a matter of fact, they set out 
to get and represented to national REA that they would get, I believe, 
either 2,300 or 2,600 customers. If they had, they would have prob- 
ably been a successful co-op. But for the reasons that I have already 
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described to you, they never got nearly that many customers, and this 
is a recollection, I believe they finally got about 1,600 customers. 

Now, this is what I shall cite to prove, or to point up, the difference 
n the relationship of EPA to national REA and Mississippi Power 
& Light Co. to national REA. 

I saw this little EPA’s balance sheet as of June 1953, which is more 
than a year ago, and at that time they had a deficit of some $300,000, 
ind I understood that they were losing money every month. Now, 
our company has written a letter, and I believe that it is addressed to 
this North Central Mississippi Electric Power Association, and this 
letter says to them, “We will take you over, lock, stock, and barrel, and 

nake you whole”—that is, we will make up the $300,000 deficit as it 
existed more than a year ago, with whatever has accumulated in the 

neantime, “and give you enough money that you can pay off your 
ans and your debts and we will just step in your shoes and absorb 
vou" 

Wait, sir, and let me get one more thought: I have heard it said 
that the national REA folks, and I cannot name them, are perfectly 
willing to go along with that program and they have thought it was 
politically inexpedient for them to step in exactly, but they have indi- 
cated their willingness to go back and review the situation as it existed 
just after these folks down in Mississippi got this loan and see if there 
was not some sort of misuse of funds, so as to get the leverage on those 
folks in Mississippi that would make them see the light, and decide to 
go ahead and sell out to Mississippi Power & Light Co. 

Senator Kerauver. Now, this taking over lock, stock, and barrel; 
that is, taking over lock, stock, and barrel and paying them out and 
raising the rate, that would be part of it, too, would it not? 

Mr. Strerenrorn. That, sir, is my opinion, but again you are asking 
me to talk about the future. 

Senator Kerauver. It would not be much use of taking it over unless 
you could raise the rate? 

Mr. Strerenrorn. That is correct. 

Mr. Davis. What was the purpose in seeking to buy out or take over 
this cooperative? Let me ask you this further question: Was it the 
purpose of Mississippi Power & Light, in, making this offer to take 
over this REA cooperative, to purchase a profit-making entity for 
Mississippi Power & Light? 

Mr. Srrerenroru. No, sir; because the y had already lost money and 
not only would we have had to make up what I say, I know that 
a year ago it was $300,000, and I believe it to be as of now probably 
$400,000 deficit—additionally, they have a good many duplicating 
lines in that area, and we are on one side of the road and they are 
on the other, which has an economical value of very, very little; and 
| estimate that we would have to take down the lines or they would be 
pretty useless to us, and just as an estimate I would suggest that the 
economic loss to our company as to that item alone may run as high as 
$200,000. 

Therefore, the way that I see it, the effect of this offer to buy the 
cooperative properties was about like this: That we would, if it 
was consummated, we would get hold of something that cost us to 
suffer a loss of some $600,000 ‘and there was not but one w ay in the 
world for that to be recouped, and that is for all of the ratepayers 
in the State of Mississippi to reimburse us for it. 
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Mr. Davis. Is it fair to say, sir, on the basis of our testimony, that 

after having lowered your rates, after Mississippi had lowered its 
rates in that area, and in an attempt to eliminate the competition by 
this REA, and after having offered to buy them out—lock, stock, and 
barrel—that those lowered rates would promptly have gone up? 

Mr. StrerenrorH. That is my opinion. 

Mr. Davis. If that competition were eliminated, they would have 
gone up? 

Mr, Srierenrorn. That is my opinion. 

Mr. Davis. What is the offer that was made to buy them out again, 
sir’ You say they would be made whole. 

Mr. Strierenroru. They would be made whole. 

Mr. Davis. And all of the debts of the REA would be paid off? 

Mr. Stierenroru. That is right, and therefore—— 

Mr. Davis. Would you pay them an additional amount? Is that 
the offer? 

Mr. Stizrenroru. There was no occasion to pay them any additional 

amount, and we would pay them an amount of money for their prop- 
erties that would permit them to pay national REA off and their local 
debts off, and the upshot was that they had already lost $300,000 more 
than a year ago, and probably $400,000 now, and, therefore, my view 
is that we had made an offer in order to get rid of this little co- op of 
probably $600,000 more than the worth of that which we were going 
to get. 

The Cuamman. Now, this little co- op lost money because of your 
spite lines; is that true ¢ 

Mr. Srirrenrotu. The co-op lost money because they could never 
get enough customers to get enough revenue to make ends meet. And 
we contributed very heav vily to that in that we just sort of went into 
the area and built lines in every direction, and made this special rate 
concession and gave super-duper service. 

The Cuarrman. That was after the co-op was organized ? 

Mr. StrerenrorH. Yes, sir. 

The Cuamman. And after they got their loan? 

Mr. Srierenrotu. Yes, sir. 

The Cuarmman. In other words, you went out to wreck them if you 
could, 

Mr. Srrerenroru. That is exactly what I said. I hate to use those 
words for my company. 

Senator Kerauver. That is what they say ? 

Mr. Srrerenrotu. Yes. 

Senator Kerauver. And you do not deny it? 

Mr. StrereNnroru. And I don’t deny it. 

Senator Kerauver. May I ask one question along that line: I take 
it that that is since Mid-South Utility policy permeates everything you 
do in Mississippi, what you did in this instance is the general policy 
of the holding company, is that correct? 

Mr. Strerenrorn. I am sure that every important thing that we ever 
did has been cleared with Middle South Utilities, Inc., including par- 
ticularly whatever we have done in this area, because we were just 
frightened to death that this little co-op would become successful and 
the location of the co- op physically was the true hazard. 

Now, we have co-ops all around us, and we live with them pretty 
good, but here is one that i is adjoining Tennessee, and adjoining north- 
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east Mississippi, and in other words this was moving the wall back 
nto Mississippi, and this was one that should have special treatment. 

Senator Kerauver. That is the general policy of Mid-South Utili- 
ties, that you are talking about, that you have told in this case? 

Mr. Srrerenrorn. Yes, sir. 

Senator Keravuver. I have one other question, Mr. Chairman. Who 

it that handles the job for Mid-South Utilities, or Mississippi 
Power & Light, in improving your relations with the national REA ? 

Mr. Srierenroru. Mr. R. B. Wilson, who was made president about 
a month ago, and he was a vice president for the last several years. 
And he has personally and continuously busied himself with the 
North-Central Mississippi PA, ever since it became a problem. 

Mr. Davis. Was he vice president in charge of REA ¢ 

Mr. Strerenroru. No, sir, he was just vice president. 

Senator Krrauver. Anyway, Mr. Wilson is the man who has per- 
sonally taken it upon himself to handle public relations in improving 
the association with REA; is that correct? 

Mr. Strerenrotn. That is what I have said, sir, and these matters, 
my source of information, I will tell you, frequently, sometimes almost 
every week on Monday morning we had what we called a staff meet- 
ing, and these discussions that I am telling you about I learned at 
the staff meeting and on some occasions, particularly when a descrip- 
tion would be made of the current cordiality of our relationship with 
national REA, these words would be said: “Now that is not to go 
out of this room.” 

Senator Keravver. I do not understand what it was that was not 
going to go out of this room. 

Mr. Srierenrorn. The description of the fact that we were sort 
of in a cooperative ourselves, that is the company and National REA, 
and they felt that they ought not to move in there and in fact I do 
not believe they had the legal right to move in there yet, and just 
simply take them over on a default. 

Senator Krrauver. You mean National REA? 

Mr. Strerenroru. They either thought it was politically inexpe- 
dient or maybe they did not even have ‘the legal right to move in on 
this little REA town there, this little EPA town there, and just 
oust them and make them do something. But the device was set up 
wherein that there would be no loss to the National REA and no 
loss whatsoever, although the little EPA had lost more than $300,000 
more than a year ago, and I estimate another $100,000 by now. And 
they must be at least $200,000 duplicating lines that are practically 
worthless to us—yet we would step into the breach with our money 
and pay off all of their debts, and they would be liquidated. 

Senator Keravver. And the National REA, in turn, for bailing 
them out, would try to find some technical default or some tec hnical 
mishandling of funds so that they would have a hammer over the 
head of the little REA to default the loan? 

Mr. Srierenrotu. To default the loan, or make them reach the 
conclusion, we will say, voluntarily, in quotations, that they ought 
to sell out to Mississippi Power & Light Co. 

Senator Kerauver. Do you know how far along they have gotten 
in finding some technicality to persuade the REA that they ought 


to go out ‘of business? 
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Mr. Strerenrorn. No, sir; that is about the last contact that I had 
with it, and the things that I am telling you, Senator, are current. 
In other words, I am not talking about any ancient history. 

Senator Kerauver. You mean persuasion is taking place right 
now ¢ 

Mr. Srierenroru. I would say they probably are. 

Senator Kerauver. It is very interesting. 

Mr. Davis. Is this offer to buy them out still open, to your knowl- 
edge, sir? 

Mr. Stierenroru. Yes, sir; to my knowledge it is, and I should like 
to comment on that particularly. 

We had a registration statement before the Securities and Exchange 
Commission, in connection with the refunding or calling of the $6 
preferred stock and selling some new securities in place of it. Now, 
the rules and regulations of the Securities and Exchange Commis- 
sion, as I have always thought, required a pretty complete disclosure 
of any such transactions that you had pending. Now, this letter 
that was written making this offer is not in a form, if I may express 
a legal opinion, that anybody could just write “accepted” across the 
face of it, and it would become a binding contract on Mississippi 
Power & Light Co. But it was an offer, and it was intended as an 
offer, and it was such that if those folks up there could have been 
persuaded to come back and accept this offer then it would have been 
turned into a binding contract on Mississippi Power & Light Co. in a 
flash. 

Now, I was conscious of that document, and I spoke with Mr. Sig- 
mund I. Barber, who is an attorney, with Reid and Priest, and I said 
to him, “Sid, don’t you think we have some obligation to make some 
disclosure in this registration statement with respect to this matter?” 
And he said, “Well, I am familiar with it, and in fact I helped pre- 
pare the document, and I don’t think that it is material, and there- 
fore we won’t have to make any disclosure with respect to it.” 

Well, Lam a layman, and he is a lawyer, so I just quit talking about 
that one. But I had my own very definite notions about whether or 
not there ought to have been any disclosures. I also say that Messrs. 
Haskins & Sells both could have found out, and probably even knew 
that we had this offer outstanding, and if Mr. Sigmund I. Barber 
didn’t think it was a material thing that it should be disclosed in this 
registration statement, then I say that Messrs. Haskins & Sells in 
all probability should have footnoted our balance sheet, and I sin- 
cerely believe that if I had been going to certify to it, I would have. 

Mr. Davis. Is it your opinion, sir, as a former principal financial 
officer of Mississippi Power & Light, that a full disclosure has not been 
made under the Holding Company Act, with regard at least to this 
contingent possibility ? 

Mr. Srierenrotru. That is my statement; what I intended to say. 

Mr. Davis. Is it your opinion that such a disclosure should have 
been made? 

Mr. Srrerenrorn. It is my opinion that disclosure should have 
been made. 

Mr. Davis. Would the Federal Power Commission require any nota- 
tion of any kind about this situation, or account to be set up? 

Mr. Srierenrorn. Well, now, you are talking about the Federal 
Power Commission and I have been talking about the Securities and 
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xchange Commission, with respect to a registration statement that 
we had on file over there and our figures and everything that affects 
us also affects Mid-South Utilities, and they also had a registration 
statement on file before the Securities and Exchange Commission, and, 
based upon the same financial information and the same facts and 
factors that we had because as I recall it, their registration statement 
was as of July 31, 1954, the same as ours was as of July 31, 1954. 

Mr. Davis. Do you think a disclosure of this should have been made 
in both the registration statement of Mississippi Power & Light with 
the SEC and in the registration statement of Middle South Utilities 
with the SEC? Is that correct ? 

Mr. Srrerenroru. That is what Iam saying. That is what I said. 

Mr. Davis. I asked you again whether the Federal Power Commis- 
sion would have required some kind of notation in your books or 
records about this. Would it have? 

The Cuarrman. If you know, that is. 

Mr. Davis. If you know, of course. 

Mr. Strerenrornu. You have taken me into a field that I have not 
set down and thought through, and you have asked me a rather far- 
reaching and complex question, and I would rather not answer it 
until I have an opportunity to study it. 

Mr. Davis. All right. Was the Federal Power Commission in- 
formed of this letter offeri ing to buy them out ? 

Mr. Stierenroru. Not to my knowledge. 

Mr. Davis. Have you expressed any opinion to any corporate ofli- 
cers as to whether or not this relationship which you have described 
between North Central Mississippi REA and Mississippi Power & 
Light might possibly violate any antimonopoly laws ¢ 

Mr. Srmevrenroru. When this letter was written to this North Cen- 
tral Mississippi EPA, making this offer, the letter was given to me 
for my review before it was released. I might say to just give you a 
kind of a feel of my background, I am sort of a no-man down in 
Mississippi, and as a matter of fact there are a satel many things 
that are done when they submit it to me. They say, “Now, 1 want 
your approval, and you just read it over to see if we are too far out of 
line,” and things like that. 

What I am trying to say is this, that I am a conservative and there 
are a good many laws I don’t approve of at all, and they ought to be 
changed, and they are antiquated, and they just ought to come off the 
books, but we are too big a company, and we are too important a 
company to get what in my opinion ts in violation of the law. 

So, when this letter to the North Central Mississippi EPA was 
still in unsigned form, it was submitted to me, and | read it over, 
and I protect my company just as hard as I know how, and I came 
across this proposition and we have in Mississippi a statute under the 
trust and combine statutes. It says that if any corporation moves in 
in an effort to kill off competition, why then they are in violation of 
the trust and combine laws. 

My own view was that the intent and purposes that we were under- 
taking down there would put us in violation of that act, and so I 
said to Mr. Wilson, sitting in his room at that time, “Now, Baxter, 
we must let me say to Mr. Green, our general counsel, what I think 
about this situation,” and so we got on the telephone, a three-way 
hook-up there with Mr. Wilson, and Mr. Green, and myself, and Mr. 
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Green who is a brilliant attorney, and a fine man, said that. he didn’t 
think that we would be in violation of the trust and combine statute. 
But I am sorely afraid that Mr. Green is basing his opinion on just the 
things that he knows, and I know that just permeating this whole 
thing is something that is certainly in violation of the spirit of that 
law. 

Senator Kerauver. You mean Mr. Green does not know all about it? 

Mr. Srizrrenroru. That is my belief, sir. 

Senator Kerauver. And does not know of all of the facts? 

Mr. Srierenroru. That is my belief, because Mr. Green is just too 
fine a lawyer. 

Mr. Davis. Will you identify Mr. Green for us, again? 

Mr. Stierenroru. Mr. Garner W. Green, Sr., has been general coun- 
sel for our company, as far back as I can remember, and Mr. Mar- 
cellus Green, who was his father, had been general counsel for our 
company, or its predecessors, just going back, and it is just back in the 
history, we will say. That is before I was born, I am sure. 

Senator Kerauver. May I inquire of counsel or the witness, how 
about the Sherman Anti-Trust Act, section 1? Was that discussed 
whether this might be a violation of that? 

Mr. Strerenroru. Sir, I have made no study of the anti-trust laws, 
and I don’t believe that I should express any opinion about that at all. 

Senator Kerauver. I do not know if Interstate Commerce is in- 
volved here or not. 

Mr. Davis. I do not know, the witness has testified that this was 
entirely intra-State. However, there is the question of whether or not 
since Mississippi Power & Light is engaged in interstate commerce 
that would bring the situation within the purview of the antitrust 
laws, but I am not prepared at this time to venture an opinion. 

Senator Kerauver. Might it not also be true that since the contre! 
of Mississippi Power & Light is by a holding company, in another 
State, I suppose Mid-South is a Delaware corporation. 

Mr. Stiazrenrotnu. I think Mid-South Utilities is a Florida corpo- 
ration, that is my recollection. I have it right here. 

Senator Keravver. Mississippi River & Light is a Florida corpo- 
ration, is that true? 

Mr. Stretenroru. That is true. 

Senator Keravuver. I think that it might be, that is an angle that 
might be explored, Mr. Chairman. I just wondered if Mr. Wilson 
would have any objection to furnishing the committee a copy of this 
letter. 

Mr. Stterenrotu. I am pretty sure that I have a copy, Senator. 

Senator Keravuver. Then that is better. 

Mr. Davis. May we see it ? 

(Discussion off the record.) 

The CHarrMan. You may proceed. 

Senator Kreravver. If he does not have the letter, I move that com- 
mittee counsel or the clerk ask that Mr. Wilson send us a copy of the 
letter. 

The Cuatrrman. We ought to be able to get it. 

Mr. Srrerenroru. I see in a prospectus, or registration statement of 
Mid-South Utilities, Inc., in connection with the 475,000 shares, that 
it says that Mid-South is a Florida corporation, organized on May 27, 
1949, in connection with the consummation of the plan for compliance 
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by Electric Power & Light Corp., with section 11 of the Public Utility 
Holding Company Act of 1935. 

Mr. Davis. I would like now to turn to another line of questioning. 

The Cuarrman. Do you know the mileage of this small co-op that 
you tried to wreck down there? 

Mr. StirrenrorH. You mean the number of miles of line that they 
have ¢ 

The CHamman. Yes. 

Mr. Strerenrotu. I cannot answer that. I have none and I may 
have some notations on it, but I just would rather not answer it, be- 

ause I do not know right now. 

The Cuarrman. Will you find out, Mr. Davis, by writing to the 

ompany ¢ 

You may proceed. 

Mr. Davis. Are there any public power districts or public utility 
listricts in Mississippi ? 

Mr. Srrerenroru. When it became evident to the folks up in the 
North Central Mississippi Electric Power area that the co-op was 
going to just have to fold up, there was an organized effort up there 
or an effort up there to organize under another Mississippi statute, 
a public power district. Now, a public power district is different 
in probably many respects, but I think you have this difference, a 
public power district may embrace just about any area that they set 
it up for, and get what amounts to a charter. 

Now, you first have to go and get a petition signed by 10 percent 
of the voters, in what we will call- they will draw a line and say 

‘we are going to Seen a public power district in a certain area 

The first step is to get a petition signed, and as I understand it it 
has to be signed by 10 percent of the voters, and that petition has to 
be submitted to the boards of supervisors, and the boards of super- 
visors, as they said, then must order that an election be held to de- 
termine whether or not the public power district shall be organized. 

When it became evident that the North Mississippi Central EPA 
was going to fold up, the people in that area busied themselves and 
went out and got some petitions signed. ‘Those petitions were ac- 
cepted by the boards of supervisors in two counties up there, one of 
them I know is Desota, and the other one I do not remember the 
name of right off. 

Mr. Davis. Would it be Senatobia? 

Mr. Strerenrorn. No, that is a town name. Now, these boards of 
upervisors received these petitions and said that they were duty- 
bound under this act to require that elections be held in both of the 
counties to determine whether or not the people wanted this public 
power district. 

Mr. Davis. This is a public election, sir? 

Mr. Strerenrotn. Oh, yes, it is an election called by the boards of 
supervisors under a Mississippi statute. That election was so held. 

Mr. Davis. And the purpose of this election was to let the people 
vote on whether or not they wanted to set up a public power district, 
is that correct ? 

Mr. Srrerenrorn. That is correct. 

Mr. Davis. Is it correct to say that a public power district is a 
means by which you can have a setup so that both towns and rural 
areas can be served by the same district ? 
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Mr. Srierenrorn. Yes, that is a distinction that I almost said 
awhile ago, and it skipped my mind. It can embrace both municipal, 
and rur: al areas. Now, ordinarily EPA—I said “ordinarily” but al 
most entirely, it is out in the rural areas, but this district as pro- 
vided under our statute, may —, block-in an area which includes 
municipalities as well as rural area 

Mr. Davis. Did the company a: in any way to oppose the setting 
up of this public power area and, if so, in ‘what way ! 

Mr. Srierenrorn. Yes, the company did act, and it employed, I 
believe—I believe we already had attorneys in the area—and my recol- 
lection is, and T believe that I got notations of it, we employed several 
more. One was to truly front it and the other was to have just 
retainer. 

Mr. Davis. Did the company in any way seek to influence the elec- 
tion on which the people were asked to vote on whether they wanted 
a publi i¢ power district ? 

Mr. Srierenrotu. Yes; and now, of course, we contested this organ- 
ization before the boards of supervisors, Just as again tooth and nail, 
and these attorneys went in and they tried to show, all very properly 
now, and I hope everybody understands that, that this district, or 
the election should first not be called, and then after the election had 
been called, and the election carried in favor of the organizing of 
the district, then that it should not be organized, and then we went to 
the secretary of state, and tried to block it at that point. Now it 
pending in court under a quo warranto proceedings. 

Now, vou asked me if there was anything done to influence the elec- 
tion. When it became evident that the election was definitely going 
to be held, we pretty well know where our employees came from and 
originated, and where they went throughout the years, and this is a 
regular election but. it seems to me that there was sent into this area 
26 of our people, kind of especially to visit with their friends and 
families, perhaps, and just discuss the thing, and tell the folks the 
facts. 

Mr. Davis. By “our people” what do you mean? 

Mr. Srierenroru. Mississippi Power & Light Co. employees and 
officers. 

Mr. Davis. Were any nonemployees sent. in ? 

Mr. Stierenrorn. There were no nonemployees sent in that I know 
anything about. 

Mr. Davis. Were these employees who were sent in on the regular 
payroll ¢ 

Mr. Strerenrotu. Yes. 

Mr. Davis. Were they paid anything additional for this work? 

Mr. Strrerenrorn. They got their wages. 

Mr. Davis. Did they get transportation expenses ? 

Mr. Strerenrotn. I am sure they got transportation. 

Mr. Davis. Did they get entertainment expenses? 

Mr. Srierenrorn. Well, they got everything that we usually pay 
in the way of expense accounts. Now, within the area when ‘it be- 
came evident that the board of supervisors was going, and not only 
going, but had already ordered that the election ‘should be held, our 
folks that were sent in made ce rtain contacts with the folks who lived 
in the area. That is, the residences and the merchants and so on, 
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[here were some folks that were asked to serve in the capacity of what 
we call poll watchers and voter haulers. 

Mr. Davis. What is that? Will you repeat that? 

Mr. Strerenrorn. Poll watchers and voter haulers. 

Mr. Davis. What is a voter hauler? 

Mr. Srivrenroru. Well, it was fairly known, if you got enough 
people in the area who are friendly toward your v iewpoint, and you 
urely want those good folks to get to the polls without a doubt. 

Mr. Davis. Well, these voters were hauled to the polls by these 
voter haulers; is that correct ¢ 

Mr. Srrerenrorn. That is my understanding. 

Senator Keravuver. This shows counsel is not familiar with south- 
ern politics, or he would know about this. 

The CuairmMan. He is not doing so badly. 

Senator Keravver. I think he is learning rapidly. 

The CHarrMan. Of course he is not an expert like you are, Senator, 
but he is coming along. 

Senator Kerauver. I think I have had more experience. 

Mr. Davis. I plead not guilty to having hauled any voters. But 
who furnished the transportation by which these voters were hauled / 

Mr. Srrerenrorn. I am sure that our crew that we had in there 
had transportation, and to the extent that they could be effective they, 
of course, were part of the movement to the proper people to get to 
the polls. There are a great many people in an area like this, that you 
just cannot work with strangers, and so you have to have local peaple, 
ind so we had a number of local people and I photostated a voucher, 
and my recollection is that the amount of the voucher—lI will identify 
the amount, as being Senatobia special, $950.90, and that is coming 
off a cash voucher 7-825, dated July 22, 1954. 

Now, in this voucher, and this is a cash voucher, disbursement or 
reimbursement of expense, there are 37 little cash vouchers in here, 
that read in general “Labor at the polls,” car mileage, or I should 
have said “Labor at the polls, $20.” 

Mr. Davis. Do you mean $20 was paid to poll watchers for watching 
the polls? Is that correct? 

Mr. Srierenroru. That is right, and they were combination poll 
watchers and voter haulers. 

Mr. Davis. And they were paid $20 for watching the polls each; 
is that correct? 

Mr. Strerenroru. And also the other function. 

Mr. Davis. And then, the $20 included both watching the polls and 
hauling the voters ? 

Mr. Strerenroru. Yes; and in addition they got car mileage at the 
rate of 10 cents a mile. 

Mr. Davis. May I ask who was watching the polls when the voter 
haulers were hauling the voters? Were there two sets of people? 
Was this a combined operation or were there two sets of individuals? 

Mr. Srierenrorn. Mr. Davis, I was not actually there, and I know 
how it works, if you want me to tell you generally, but if you want me 
to testify 

The CuarrMan. Senator Kefauver will be interested to know how it 
works generally. 
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Mr. Srierenrorn. I told you we had our own people in this area, 
but our own people, except for their friends and acquaintances and 
maybe relatives, didn’t have the means of touching these local people. 
But where you pay $20 a day, and 10 cents a mile to local aarain that 
is a different story all over again. 

Senator Keracver. It isa more effective story ; is it not? 

Mr. Sirerenrorn. It is a more effective means of getting the proper 

ople to the polls. 

Mr. Davis. May I see that voucher, please ? 

Senator Kerauver. He seems to have dozens and dozens of them. 

Mr. Srierenrorn. Let me read some of them. I haven’t read every 
one of them, but I read every one of them to Mr. Garner W. Green, and 
I made him write on the back of this voucher “approved by Garner 
Green 7/15/54” because I was just as seared of this voucher as I could 
possibly be. And this is the only time that I have ever sat down with 
Mr. Green in my life and did any more than just tell him in general, 
hecause Mr. Green trusted me and I could describe them to him; and 
when he gave me the nod it was just his word was his bond. 

But in this particular case I sat down with Mr. Green and I read 
every word on every voucher that is on this thing, because it really 
was frightening to me. 

Mr. Davis. Before you read that may I just identify it and put it 
in the record? May I have that for a moment, please ? 

Mr. Strerenrotn. That is the front page of it. 

Mr. Davis. May I have the whole batch; I will give it right back to 
you? 

Mr. Stierenrotn. Here it is. 

Mr. Davis. Mr. Chairman, I would like to identify this for the 
record and have it marked as an exhibit, so that the witness may then 
read from it. 

The front page is a printed sheet marked “Voucher” and on it is 
typewritten, “First National Bank & Trust Co., Vicksburg, Miss.,” 
with a code No. 85-1. And on the side appears No. 7-825, and it is 
dated July 22, 1954, and it is marked “For deposit only, credit account 
of Mississippi Power & Light Co., general account, Jackson, Miss.” 
Prepared by “F. D. R.’ apparently. 

Mr. Srietenrorn. It is for F. D. Brannon, F. D. B., and it is ini- 
tialed there. 

Mr. Davis. That is rather blurred, isn’t it ? 

And appended to this voucher are a number of photostated sheets, 
and these are all photostated, containing apparently copies of cash 
vouchers, receipts, and a summary sheet called “detail of voucher dis- 
tribution.” 

The Cuarrman. They will be admitted and made a part of the 
record. (See exhibit 11, appendix, p. 692.) 

Mr. Strerenrotn. Now, a part of this voucher does not relate to 
the North Central Mississippi problem. But this particular disburse- 
ment report, with $9.90 on it, on which we have Mr. Garner W. Green’s 
sirnature, it relates particularly to the matter about which I am 
talking. 

Mr. Davis. This is a report from whom to whom ? 

Mr. Strerenrotu. This is a request from our Senatobia office to re- 
imburse them for $959.90 which they had already spent. 
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Senator Krravuver. What does it say by Mr. Green, you did not 
finish that. 

Mr. Srierenrorn. It says “Approved by Garner Green, July 19, 
1954.” 

Mr. Davis. Is that Mr. Green’s handwriting; did you see him write 
that? When was that written, sir; can you tell me? 

Mr. Srierenrorn. No, that is not Mr. Green’s handwriting, but 
wait a minute, this voucher is approved. It is first signed S. J. Davis, 
clerk, and that is a girl up in Senatobia. 

Mr. Davis. I am glad that you added that. 

Mr. Srierenroru. It is approved, C. P. Hester, who is division 
manager in that area. It is approved, R. B. W., who is R. W. 
president. 

Mr. Davis. That is Mr. Baxter Wilson ? 

Mr. Stierenroru. Yes, president of Mississippi Power & Light, and 
these initials right here, right opposite is J. Davis, and is Mr. Garner 
Green’s personal signature that I got right in; I just had to have it. 

Now, there are 37 vouchers in this particular document, and as I say 
I have read each and every one of them to Mr. Green, and to get to you 
the pattern at least, I will read enough of them. 

There is one called—shall I call the names of the people? 

The CHairMan. Yes. 

Mr. Srrerenroru. Here is a voucher signed P. G. Powell, approved 
J. A. Knight and C. P. Hester and it says: “Labor at the polls, $20.” 

That is all that is of significance on that one. 

Here is another one called S. J. Ellison, it is approved J. A. Knight 
and ©. P. Hester, labor at the polls, $20. 

The Cuarrman. Who are Knight and Hester again? 

Mr. Srierenroru. J. A. Knight isa local manager at Byhalia, Miss,, 
and ©. P. Hester is the division manager in the area of Hernando, 
Byhalia and Senatobia and the whole area out there around the North 
Central Mississippi Electric Power Association. 

Here is another one signed by Paul Allison, and it is approved, 
J. A. Knight, and approved C. P. Hester; and it says: “Labor at polls, 
$20, car mileage $8.10.” 

Here is one that is Mrs. Harold Webster, mileage on car for election : 
83 miles, $8.30. It is signed J. A. Knight and approved C. P. Hester. 

Here is one, Mrs. Harold Webster, again: Labor at election, $20; 
signed J. A. Knight, and approved, C. P. Hester. 

Here is one Mrs. Jack Bell: Labor on election day $20; signed J. A. 
Knight, and approved C. P. Hester. 

Here is one that says: “Mileage on car, 97 miles, $9.70, election day.” 
And it is signed by Mrs. Jack Bell and certified as correct by J. A. 
Knight and approved by C. P. Hester. 

Here is one that says: “Mrs. W. W. Watson, services rendered, $20,” 
and I will explain the difference between labor at the pools and services 
rendered. Now I am dealing with a different local manager who had 
slightly different verbiage for exactly the same thing. It is signed 
J. M. Garner, and approved C. P. Hester. 

Here is another one, Mrs. Wayne Summers, services rendered, $20 
correct : J. M. Garner, approved: C. P. Hester. 

Now we go to another verbiage, and another person who prepared 
the voucher. This is signed by A. B. Presley, and it says: “For use of 
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automobile, 50 miles, at 10 cents per mile, $5, plus $20 additional ;” 
signed S. J. Davis, approved C, P. Hester. 

Here is one called Bernal Scott. It says: “For use of automobiles, 
blank miles,” without any number of miles shown, at 10 cents per mile, 
$14.70, plus $20 additional ; total, of course $34.70. It is marked 
“Correct: H. H. Pitts,” and approved C. P. Hester. 

Here is one called after Avinell Sowell, and it says for use of auto- 
mobile, blank miles—with no miles shown—at 10 cents per mile $2.40, 
plus $20 additional ; total $22.40. And “correct” By H. H. Pitts and 
approved C. P. Hester. 

Mr. Davis. Are the others all similar to that? 

Mr. Stierenroru. Here is one I believe is related to the same matter 
in view of the fact. it came into the same special Senatobia voucher. 
It says Lawrence Scott, R/W clearing—which means right-of-way 
clearing—$75. It is signed: “Correct, A. P. Rose, approved C. P. 
Hester.” 

Here is another one called Jesse Embry, and it is also a right-of-way 
clearing voucher for $50, signed “Correct A. P. Rose and approved 
C. P. Hester.” 

Mr. Davis. There was not any right-of-way clearing, and it is just 
political work ¢ 

Mr. Strerenroru. Sir, I don’t believe there had been any right-of- 
way clearing at the time these vouchers were signed. 

Mr. Davis. It is another kind of right-of-way that was being cleared. 

Mr. Strerenroru. Here is one which says: “Additional advance on 
right-of-way contract $38.75, signed Lawrence Scott, and correct A. P. 
Rose, and approved C. P. Hester.” 

Here is one that is slightly different in words, but it says this— 
these words are typed on here and stricken out and it says: “For use 
of automobile, blank miles at 10 cents per mile, plus’—and is all 
stricken out and that which is left is just “$20 additional for observ- 
ing.” That is $20. It is signed Mrs. W. L. Strickland, and correct: 
C. P. Loy, and approved : C. P. Hester. 

Here is another one that has a slightly different pattern. It says: 
“David H. Still, refreshments for employee meeting $48.” And it is 
signed “Correct, J. V. Brown,” I believe, and “approved C. P. Hester.” 

Now, in this same special voucher, which I believe to be related to 
the same matter, but I wasn’t there, here is a guest check from the 
Gulf Trail Lodge amounting to $55.64 for four steaks and salads, 
and cigarettes and drinks and on and on, and it is approved C. P. 
Hester. 

Now, here is a voucher in the same one, that says: “Bert Cantrell.” 
Now Bert Cantrell was one of our people and I have said that we sent 
some people into the area, and it says: “$20.85 paid to the Gulf Trail 
Lodge for cottage No. 3, 6 days.’ 

Here is one in the same special voucher and it says: “July 13, 1954, 
6 lunches, $3.96,” and signed C. P. Hester, and approved. 

Now, there are a great many other vouchers in there, 37 in all, but 
I believe that I have high-spotted for you those that are different. 

Mr. Davis. Let me ask you 2 or 3 questions about some of these 
and then I would like to go on with you. 
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[ see here a photostat of a railway express agency receipt for charges 
collected, made out to Mississippi Power & Light Co., at Jackson, 
Miss., in the sum of $2.04; is that connected with this ¢ ampaign ¢ 
You were not sending people by railway express, were you? 

Mr. Srerrenrora. I can’t answer that, sir, and I don’t know what 
it relates to. 

Mr. Davis. I think we ought to take a recesss. 

The CHarrMaANn. We will takea recess for 5 minutes. 

(Whereupon a short recess was taken. ) 

The CHairman. We will proceed, Mr. Davis. 

Mr. Davis. Now, with regard to these vouchers and the moneys ex- 
pended with regard to this “election, sir, how were the payments that 
aa re made carr ied, and which accounts did that money come from ? 

Mr. Stierenrorn. You are speaking of that $959 voucher? 

Mr. Davis. All of the vouchers which we have discussed ; yes. 

Mr. Srierenroru. That just came out of the company’s general 
funds, and actually this voucher was a reimbursement voucher. The 
first thing, I believe the amount was $1,000. When this matter came 
up, it became quite necessary that we advance a special cash advance, 
and it is my recollection it was $1,000, and it is my recollection that. 
7 ne was advanced. That is charged to the man and not spent 

,to C. P. Hester. Then he, or, under his supervision, all of saa 


di bana were made, and this is his means of clearing his 
advance; that is, he says “I have spent the money. 

It came out of Mississippi Power & Light Co.’s general account, 
general bank account. 

Mr. Davis. Was there any notation made in the record of the com- 
pany to indicate what this money was spent for specifically ? 


Mr. Srierenrotu. Nothing beyond what you see on those vouchers. 

Mr. Davis. Has the company leased any municipal plants, or taken 
any of them over, leased them and operated them 

Mr. Srierenroru. Yes; in the last year or so the company has 
leased the electric profits of the town or city, I forget which, of 
Gloster, Miss., of Prentiss, Miss., and Mendenhall, Miss., and the 
company has also been negotiating quite actively with some other 
municipalities, and one that comes to my mind right at the moment 
is Kosciusko, Miss., and all of the rest of them still municipally owned 
are receiving some attention. 

Mr. Davis. The company has taken the ones that you have men- 
tioned over on lease, and it 1s operating them ? 

Mr. Srierenrorn. Yes. 

Mr. Davis. Do you have anything further to tell us on this matter 
before I move on to another line of questioning, sir? 

Mr. Srizrenrorn. Well, down in Mississippi there has been an 
effort—I say down in Mississippi, and I suppose the activity was up 
here rather than in Mississippi—but there are a good many of these 
EKPA’s down in Mississippi, and a number of them have been in busi- 
ness for a great number of years. 

Senator Kerauver. That is electric power associations? 
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Mr. Strrerenrorn. Yes; and people down there just call them 
REA’s, but actually they are incorporated under the statutes of the 
State of Mississippi. 

Now, so far as I know, there is no electric power association in 
Mississip mf that has any generating capacity at all. Now, if that 
isn’t literally true, it is almost true, because there is none that I know 
of that have any substantial amounts of generation, I know positively. 

Now, those electric power associ: tions have tried to form what I 
understood to be what is a generating association, wherein this gen- 
erating association would generate some power, and they would build 
some transmission lines, and in that way they would be in a position 
to sort of serve themselves, so to speak. 

Well, that has been a subject that we have been quite active in trying 
to prevent also. One of the devices used to prevent any generation 
ever being constructed by a cooperative is that we give them a rate 
that we describe amongst ourselves as a subsidized rate. We describe 
this rate as being one of the lowest rates in the whole United States, 

Now, the rate is such that it keeps the co-ops dependent upon the 
company for their source of power, and we try our dead level best to 
tie them up with this power contract for long periods of time. 

Now, some 3 or 4 years ago we undertook to secure long-term con- 
tracts at a very favorable rate with these folks, and the national REA, 
under the last administration, says that you may not enter into any 
long contracts so long as you have got our loans down there, that we 
just won’t approve them. But you may enter into a 5-year contract. 

Well, we didn’t want any 5-year contracts, and we wanted at least 
0, if not 20. So when the national REA said “No” to that we were 
able to set. up this device to accomplish a 10-year contract: We said 
to them “Now, if you will sign a 10-year contract which we know 
that the national REA will not approve, then we will give you this 
rate that is a lower rate. 

Now, if you will only sign a 5-year contr act, we will give you a 
contract and the rate will be a little bit higher ;” and I say a little bit 
higher, cumulative it is more than a little bit higher. 

Then, in order to get in substance and in fact a 10-year contract, we 
will do this with you: We will bill you on this higher rate schedule 
for these first 5 years and we will take the differential between the 10- 
year price and the 5-year price and we will deposit this money in a 
trust fund at the First National Bank in Jackson, Miss.; and that 
will be put in this trust fund under these circumstances: That the 
company, meaning Mississippi Power & Light Co., cannot get this 
money back the difference between the 5-year price and the “10- -year 
price—we cannot get the money back unless we take to the bank a 
letter of cancellation. 

In other words, the contract was so drawn that it will flow right on 
through, and become a 10-year contract unless the REA or EPA, to 
speak more precisely, comes in and cancels. 

Now, the upshot is that if they do not cancel at the end of 5 years, 
then the differential between the two rates reverts back to the REA, 
which gives them in effect the same price and for all practical pur- 
poses we accomplish the 10-year contract when the national offices of 
REA was saying “You just may not do a 10-year contract.” 

Mr. Davis. I would like now to turn to something else. 
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Senator Kerauver. Before the subject-matter is changed, there are 
1 or 2 questions that I would like to ask, Mr. Chairman. You spoke 
of putting on new lawyers, and increased lawyers fees where you had 
elections. Were these lawyers put on for the purposes of handling 
lawsuits, or any legal matter in connection with the Mississippi 
Power & Light Co.’s operations, or were they for political influence? 

Mr. SrrerenrotH. We actually employed one person up in north- 
east Mississippi that was active in the legal aspects of trying to pre- 
vent the organization of the Northwest Mississippi Public Power 
District. 

But I know of 1 occasion, and a situation, where we paid a retainer 
fee to a firm of lawyers in the city of Seatobia, just as 1 illustration 
that comes to my mind, which in my opinion was for no other purpose 
than to keep the atmosphere such that we would accomplish whatever 
we were trying to do politically. 

Senator KEFAUVER. Now, the amounts paid lawyers under those 
circumstances for political purposes, the direct payment for political 
workers, were they charged off on the income-tax report as an op- 
erating e expense of the Mississippi Power & Light ¢ 

Mr. Srierenroru. Well, the situation that “I am deser ibing to you 
is current and it hasn’t been done yet, but I can assure you that it 
would be normal practice to do that. 

Senator Kerauver. That is normal practice to be put on the books 
so that it would be charged off ¢ 

Mr. Strerenroru. Yes. 

Senator Kerauver. Is this the general practice of Middle South 
Utilities, a Middle South utility company, which is the one that 
wants to enter into this Dixon-Yates contract—is this their general 
way of doing business ¢ 

Mr. Srierenroru. It was the way that the Mississippi Power & 
Light Co., which is a subsidiary of Middle South, and I have testified 
that all of our policies are either fixed by or approved by, and we 
just can’t do anything of any importance without them agreeing 
and ordering it. 

So that I can’t say what happens in Louisiana and Arkansas, and 
other places, but this is what happened in Mississippi. 

Senator Keravuver. So all of this shenanigan in Mississippi was a 
part of the practice approved, if not sponsored, by Middle South 
Utilities ¢ 

Mr. Stierenroru. Yes, sir. 

Senator Kerauver. Now, isn’t there a Federal law which has some- 
thing to say about the corporation putting its money into political 
c ampaigns ¢ 

Mr. Strerenrotu. I don’t know about that. 

Senator Keravuver. If there is one, why did it not have any applica- 
tion in this case to prevent the Mississippi Power & Light from doing 
it ¢ 

Mr. Strerenrotu. Well, on the records, the matter will be described 
as legal fees for a period and when I have to report information, for 
instance, to SEC with respect to such matters, I just can’t go behind 
records and examine everything. 

I just know that this particular firm was put on at a particular 
time, and the circumstances were such that I associated it in my 
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mind with the activity that was going on in the north central Missis- 
sippi area. 

Senator Keravver. In other words, the political expenditure is 
covered up under another guise, is that what is done? 

Mr. Strerenroru. That is my opinion, sir. 

Senator Kerauver. Does the SEC not come and examine the 
vouchers, because the vouchers on their face show that they were for 
political purposes ? 

Mr. StrerenrortH. SEC has never been to our—I have to make a 
correction. You asked me about SEC. 

Senator Keravuver. No; I mean Federal Power. 

Mr. Strierenroru. If you are asking me about Federal Power Com- 
mission, they have not been in our office, as they said in their letter, 
since 1943. 

Senator Kerauver. This firm of Haskins & Sells, they go over this 
matter, do they not? 

Mr. Srrerenroru. Messrs. Haskins & Sells send down a crew of 
men that sometimes will go from 2 to 6 people, and they will stay 
in our offices from up to as Yong : as over 2 months. 

Senator Keravuver. Haskins & Sells would see these vouchers, and 
see that these expenditures were for political purposes, would they 
not? 

Mr. Strrerenroru. They would see the vouchers, and I don’t know 
whether they would know what they were for. 

Senator Kerauver. They are obvious on the face, are they not, to 
even an uninformed layman that they are for political purposes? 

Mr. Stierenrorn. I so considered them. 

Senator Keravuver. Is it not the duty of a competent, ethical 
auditor, if he sees something that is not a proper charge against oper- 
ating expense, to so point it out and to protest that being charged ? 

Mr. Stierenroru. That is my thought, that that would be proper. 

Senator Krerauver. Well, did Haskins & Sells ever tell you, as the 
chief financial officer, that these election expenses and these political 
expenses, which I say on my own are a violation of law, certainly 
is not an expenditure that a corporation ought to be able to charge 
off as an operating expense—did they ever protest that they should 
not be charged off as an operating expense ? 

Mr. Stierenrorn. Well, Senator, your question is just a little 
broad. You are talking about a long period of time, at least you 
imply a long period of time, and my testimony has related to a specific 
instance. Now, as related here in the last 2 or 3 months. 

Now, Messrs. Haskins and Sells, as I understand it, in the person of 
Lewis Drewell and probably George Conroy, have been down to the 
company’s offices in recent days. This particular voucher that I had 
photostated there, was in the records down there; yet they have come 
out and said, “Everything is all right.” 

Senator Krrauver. Where have they said that? 

Mr. Strierenrotu. Mr. Davis has a letter over here that was pre- 
sented to this committee by Mr. James. 

Mr. Davis. It is an exhibit. 

Senator Kerauver. Then they would have been bound to have seen 
these vouchers, and yet they certified that these expenditures for elec- 
tion purposes were all right. The truth of it is, Mr. Stietenroth, that 
Haskins & Sells generally certify or find some method of approving 
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just about what the chief officer or director of these utilities or at 
least the Mississippi Power & Light wants approved, isn’t that true? 

Mr. Strerenrorn. Well, I will correct that slightly for you. They 
don’t certify just about anything that I want approved; no, sir. 

Senator Kerauver. Anything Middle South Utilities wants ap- 
proved ¢ 

Mr. Srrerenrotw. I would say that would carry a great deal of 
influence, and I should like to say that there are instances that I know 
about that will point that up. 

Senator Kerauver. As a matter of fact that is what they got sus- 
pended for, from practicing before the Securities and Exchange Com- 
mission, on October 30, 1952, was it not? 

Mr. Strerenrotu. They said in that particular document, which 
Mr. Lewis Drewell brought to my desk some years ago to explain to 
me—it says in there that the neglect of duty was totally and com- 
pletely inexcusable. The rest of it is in the document that you have 
read, because I have seen that. 

Senator Kerauver. Mr. Chairman, I would like to identify—and it 
speaks for itself—the Securities and Exchange Commission document 
of October 30, 1952, “Accounting Series Release No. 73, Findings and 
Opinion of the Commission in the Matter of Haskins & Sells and 
Andrew Stewart, File No. 4-66, Rules of Practice,” in which the 
Haskins and Sells were disbarred from practicing before the Secu- 
rities and Exchange Commission for a certain number of days, for 
a period of 10 days; reprimanded for the kind of accounting they did. 

[ will ask this be an exhibit. 

The Cuarmman. It will be made a part of the record. 

(See exhibit 12, appendix, p. 718.) 

Senator Krravver. I believe that is all. 

The Cuarrman. Mr. Witness, the chairman is interested in what 
you had to say about these co-ops over there in Mississippi forming a 
central organization, and will you go into that a little further for me? 

Mr. Srierenroru. Well, they have never actually formed one in 
Mississippi, but there have been occasions when they tried to form 
one. And, as I understand it, there isa Southeast United States Public 
Power Administration, and a Southwest Public Power Administra- 
tion, and our State is in the area that is part of the Southeast and 
they have wanted us to do what they call wheel power for them. What 
that is is that we would take power in our system at one point and we 
would deliver it to some co-op or some municipality at another point. 
In other words, the Congress of the United States has said that certain 
organizations shall have preference in connection with power, but of 
course there is no use to have preference in connection with power if 
you can’t move that power. 

And there has been this threat to the private utilities in Mississippi, 
and keeping it down to the level that I am personally acquainted 
with—both in building transmission lines and building generation. 
And one time a few years ago the subject got right hot, and they were 
going to build some generation down in the area close to where there 
was some natural gas and they could just take it out of the ground and 
convert that gas energy into electric energy through, of course, the 
process of electric generation. 

Of course, whenever those things come up those people have to have 
money, and they have to come to the Congress, or REA, or wherever 
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they get their money; and of course we have interested ourselves 
throughout the years in seeing that they don’t get the money and 
then, on the other hand we have this particularly attractive rate which 
we call—just discussing it among ourselves down there—a sort of a 
subsidized rate to remove all incentive for this group to generate their 
own power and put it the other way around: To keep them dependent. 

The CHatrmMan. Now let me see if I lS daniend you thoroughly. 
In my State, in the middle of North Dakota, eight of these REA co- ops 

all took stock and organized another company, which in turn has 
built perhaps the largest steam plant in the United States, the Wil- 
liam J. Neal plant. They get their coal from the Truax Trayer Co. 
at $2.70 a ton, and they distribute that to 35,000 farmers in the central 
part of the State. Of course, these farmers get a cheap rate. That 
is amortized and at the end of 30 years, that great big plant will be 
owned by the farmers of the area. 

Now, is this what these co-ops were trying to do in Mississippi that 
your company opposed ¢ 

Mr. Srrerenroru. Yes, sir; that is what I have said; yes, sir. 

The Cuatrman. How did you oppose it? 

Mr. Srierenroru. Sir, I didn’t participate in that, and all I can 
tell you about it is that when the subject would be up for discussion, 
we would be in conference and it happened when there was any real 
chance to get any generation. 

It occurred several years ago, and since then we have had this par- 
ticularly attractive rate whic h just simply knocked the props out from 
under any activity toward getting any generation. 

I am afraid, sir, that I cannot answer you any more closely than 
what I am saying. 

The CuarrmMan. Did you make any effort to keep the Federal Gov- 
ernment from making that loan ? 

Now for our 3,500 farmers we have got a loan of $14,400,000, and 
the steam plant cost us $9 million. We are all up on the payments 
and getting along nicely out there. In your opinion would that not 
be a blessing to the people of Mississippi? That is, to the farmers, I 
mean. 

Mr. Stierenroru. You are asking me a question, and you are not 
going to get the answer I think that the question suggests. 

The Cuatrman. I do not care what your answer is. 

Mr. Strrerenrorn. Actually, I am not a public power advocate, 
Senator. 

The Cuatrman. You told us that 3 or 4 times before. 

Mr. Srrerenroru. I am a private power man, and the only thing— 
and I believe that private people can do an excellent job and I mean 
just as good as public power can possibly do, and maybe even better. 
And so I am not a public power man. 

My only complaint is that we are extravagant and we send too 
much money to Wall Street, and we are not doing as well as we know 
how. 
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The CHatrMan. Would it surprise you to know that in North 
Dakota the private power companies joined in the request that the 
farmers of North Dakota do that, and assisted and helped? 

Mr. Strerenrorn. This would surprise me; yes, sir. 

The Cuarrman. That is the situation, sir, in that State. 

We will recess until 2:30 on Tuesday. 

(Whereupon, at 12:30 p. m., Friday, October 1, 1954, the hearing 
was recessed to reconvene 2:30 p. m., Tuesday, Oc red 5, 1954.) 
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TUESDAY, OCTOBER 5, 1954 


Untrep States SENATE, 
SUBCOMMITTEE ON MoNOPOLY AND ANTITRUST 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met at 2:30 p. m., pursuant to recess, in room 
424 of the Senate Office Building, Senator William Langer (chair- 
man) presiding. 

Present: Senators Langer and Kefauver. 

Present also: Mr. Sidney Davis, counsel to the subcommittee. 

The Cuatrman. The hearing will come to order. 

You may proceed, Mr. Davis. 


TESTIMONY OF J. D. STIETENROTH—Resumed 


Mr. Davis. Mr. Stietenroth, I believe you testified the other day 
that Middle South Utilities was getting a 9-percent dividend on money 
it had put into the company, as well as on money it had not put into 
the company. Would you explain that to us, please? 

Mr. Srierenroru. Yes, sir, Mr. Davis. 

I said that the Middle South was paid a 9-percent dividend on at 
least $3 million that it had not paid into the company. Now, the “at 
least” I would dispose of at the moment. It would be rather involved, 
and it would take a considerable amount of time to develop. How- 
ever, the $3 million figure represents 2 transactions of recent years, and 
I can identify them and dominio what I meant. 

In January 1950, Middle South Utilities proposed to the company 
that it should be allowed to purchase $414 million of $10 stated value 
common stock for which it would pay to the company $314 million, 
and that the company should simultaneously transfer $1 million from 
its surplus account to its capital account, so that after the transac- 
tion had occurred and although we had received only $314 million in 
cash, and we had issued $414 million of stated value common stock, yet 
the capital account would still have an average stated value of $10 in 
view of the transfer from earned surplus. 

Mr. Davis. Can you tell us what stated value is? 

Mr. Stierenrotu. Stated value of stock—these common shares are 
no par, yet the value has been stated at $10, and it is purely an arith- 
metical calculation of so many shares outstanding and so many dollars 
in the capital account, and you divide the shares into the capital ac- 
count and you get $10 in our case. That is after we put the $1 million 
in capital account from our own earned surplus account. 


319 
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Now, in February of 1953 there was a similar transaction, but at this 
time the relationship was somewhat different. Middle South again 
proposed that they would buy some common stock, and that they would 
pay to the company $3 million and that the company would issue to 
Middle South common stock with a stated value of $5 million. So to 
the end that the company would simultaneously transfer $2 million 
from its surplus account to capital account, that 1s the common capital 
account. Therefore, the result of these two transactions was that 
Middle South has $3 million of stated value common stock for which 
it did not pay this $3 million. And since these shares were issued, 9 
percent dividends have been paid on the shares, and therefore that is 
what I meant, the company was paying 9 percent dividends on both the 
money that Middle South had paid in to the company, and the money 
that it had not paid in to the company. 

Mr. Davis. In other words, the company in the first instance, you 
testified, received $414 million worth of stated value common stock 
in return for a payment of $314 million; is that correct? 

Mr. Srierenroru. That is, Middle South received the stock, and 
Mississippi Power & Light Co. received $314 million in cash. 

Mr. Davis. And Missississippi, as a result, had to transfer $1 
million from its surplus account to the common capital account; is 
that correct ? 

Mr. Srierenroru. That is right. 

Mr. Davis. And Middle South Utilities received a 9 percent divi- 
dend on the $314 million it had paid in return for the $414 million 
stated value of common stock; is that correct? 

Mr. Strerenroru. No, that is not right. 

Mr. Davis. Let me see if I can clarify that. Middle South Utilities 
paid in to the treasury of Mississippi $314 million; is that correct? 

Mr, Srierenroru. That is right. 

Mr. Davis. And they received a 9-percent dividend on that $314 
million ? 

Mr. Strierenrotu. Yes, that.is right. 

Mr. Davis. And they also received a 9-pereent dividend on the 
additional $1 million worth of common stock which was transferred 
to them in return for the $314 million; is that correct? 

Mr. Srierenroru. That is correct. 

Mr. Davis. Did you have any conversations with any of your co- 
officers or directors of Mississippi about this transaction? 

Mr. Srierenrorn. Well, we always discussed such transactions lo- 

cally there. For instance, Mr, Wilson—we looked upon that as just 

simply “mining” us, or extracting the substance out of the business; 
that it was more than we could’ do, and more than we should do. 
And almost the most remarkable conversation that I ever heard of 
in the company was, even one of the directors at the meeting said to 
Mr. Dixon, who was there—and this is Mr. Boyd Campbell, and I 
don’t believe I ever heard any serious discussion of any suggestions 
that ever came down to us. However, Mr. Campbell did question 
Mr. Dixon quite at length. You know, Mr. Dixon is on the board, 
and he was there, and he was explaining, as I recall it, it was the 
last transaction, and we had already had the $1 million, and now we 
were putting $2 million more with it. So Mr. Campbell seemed to 
ut it to some question, at least to the point of “Where are we going, 
Sin and how far can this go?” 
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Mr. Davis. Did Mr. Dixon answer him, and do you have any 
recollection of any answer? 

Mr. Strerenroru. I don’t remember what it was. 

Mr. Davis. Why, Mr. Stietenroth, would they want to transfer this 
sum of money from surplus up to capital common account? 

Mr. Srivrenrotu. Well, there would be two reasons. One, a sur- 
plus due to rather high profits was getting embarrassingly high. That 
meant that even though we have virtually no regulation in Missis- 
sippi, if you get it high enough perhaps somebody will observe it, 
and maybe proceed to suggest ‘that rates ought to be reduced. And 
then, of course, we give our annual reports to our employees, and 
they are interested in how well the company is doing, and that could 
raise a question in that respect. Then the third reason would be to 
get 9 percent on it. 

Mr. Davis. Mr. Stietenroth, you testified the other day that you had 
grave concern about certain entries that were being made in the books. 
That is the books of Mississippi Power & Light. Can you give us 
any illustrations of the types of entries that you were concerned about 
yw afraid of ? 

Mr. Stierenroru. Well, I have already testified about the $1,028,000 
transfer from accrued taxes to earned surplus. I have said that 
the main, my objections to that were like this: The first thing was 
that of the $1,028,000, there was $385,000 that represented tax reserves 
that we knew within reason would never be used because the statute 
was going to toll, and we were discussing this thing about August 31, 
and the statute was going to toll on September 15. So I was perfec tly 
willing to transfer that amount to earned surplus. As a matter of 
fact, 1 was already doing it when the conversation came up in New 
York. I had already tr ansferred $213,000 of those 2 vears to earned 
surplus, and I had planned to go ahead by December 31 and transfer 
the rest of it. 

Now, as to the transfer of the difference between $385,000 and 
$1,028,000, I objected to it on two grounds. The first is that one of 
the most important things about accounting is that you be consistent. 
Messrs. Haskins and Sells, for instance, always certifies our balance 
sheet, and they will use such words as this: 

In conformity with generally accepted accounting principles and practices 
applied on a basis consistent with that of the preceding year. 

Now, that is just as important—— 

Mr. Davis. From what are you reading ? 

Mr. Srierenroru. From the certificate of independent public ac- 
countants, Haskins & Sells, and this is dated February 7,.1947, and 
this is a document that was filed with the Securities and Exchange 
Commission as of December 31,1946. It is form 1—-MD. 

Now, I use this one because I just picked it up, but that is typical 
of the language always. . It is not only that a certified publie account- 
ant must say that they have checked the books and they are all right, 
but you have kept your books in a consistent manner; and th: it is just 
as important as the other component. 

Therefore, when I was pressured to make this transfer of the years 
1951, 1952, and 1953—that was the 3 years that I was objecting to 
on the ground that we had never in the history of the company closed 
out a tax reserve until it had been settled with the Bureau and ‘we 
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had a basis for closing it out, the basis being that it wasn’t needed 
any more. 

Now, that was not my only objection to that entry. My other ob- 
jection was, as I testified to in some great detail, that I walked into 
a conference and I didn’t have a tax return, and I didn’t have a scratch 
of paper, and I didn’t have a book, and I didn’t even know what I 
was going into. There was never produced on that table a tax return, 
a sensible piece of paper, a book, or a record, or anything that would 
give me any basis for transferring any particular amount out of these 
accrued taxes to the surplus account for the years 1951, 1952, and 
1953. 

On 2 or 3 occasions, Mr. Youngdahl, who participated in that 
discussion, presented my thoughts to the group and put it in his words, 
just exactly what I was saying, and the way he would put he says: 

What Jim wants to do is not just take something out of these reserve accounts 
arbitrarily, but he wants to determine what belongs left in there, and then he 
said he will take all of the rest out. 

I would have done that except that I was being hemmed in with the 
matter of consistency then, but we might have footnoted that and 
explained that away. 

Mr. Davis. Well, were these accounting transactions—a transfer 
out of these reserves for accrued taxes—reflected in the recent regis- 
tration statements filed before the SEC on behalf of both Mississippi 
Power & Light and Middle South Utilities? 

Mr. StierenrornH. Yes; it was. 

Mr. Davis. And you thought they were improper or at least you 
thought they were not consistent with sound accounting? 

Mr. Srierenroru. I said it was not consistent with sound account- 
ing and I said to SEC that I had put an entry on the books under 
terrific pressure, and I just literally and simply didn’t know whether 
it was right or wrong. 

Mr. Davis. You did communicate with the SEC about it? 

Mr. StrierenrorH. Yes, sir. 

Mr. Davis. Was this after you had signed the registration statement 
of Mississippi? 

Mr. Srierenroru. Well, you remember, I said the registration state- 
ment had been signed in blank by all of the officers and directors, 
and had been sent up to New York to someone up there, and I don’t 
know who had it all in the meantime, but the next time I saw a signed 
copy the signature pages had just been attached to some 35 or 40 
pages of printed matter, and that is how the signature got on it. 

Mr. Davis. Do you have a copy of the telegram that you sent to the 
SEC? 

Mr. Stierenrotu. Yes, sir; I do. 

Mr. Davis. Will you read it to us, please ? 

Mr. Srierenrorn. On September 22, 1954, I sent a telegram to the 
Securities and Exchange Commission, Washington, D. C.: 

You have pending before you registration statement filed by Middle South 
Utilities, Inc., and a registration statement filed by Mississippi Power & Light 
Co. 

I am or was (I am not sure which) secretary and treasurer and the so-called 
principal financial and accounting officer of Mississippi Power & Light Co. How- 
ever, the truth is that the powers, prerogatives, and duties of my offices have 


been in large measure usurped by the officers and employees of Middle Sowh 
Utilities, Ine, Bbasco Services, Inc., and Messrs. Reid & Priest, attorneys. 
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Certain financial figures appear in both above-mentioned registration state- 
ments which you may be led to believe represent my judgment as to what is 
proper, since I signed the Mississippi Power & Light Co. registration statement 
snd furnished certain figures relating to Mississippi Power & Light Co. to Middle 
South Utilities, Inc., which I believe to have been incorporated in the registration 
statement of Middle South Utilities, Inc., that is now pending before you. 

There have been certain entries recorded in the books of account of Mississippi 
Power & Light Co., which I ordered to be recorded but which I did not and do 
not have a sound reason for recording. Said entries were recorded at the coercive 
insistence of an officer of Middle South Utilities, Inc. and said coercive insistence 
was participated in by an employee of Ebasco Services, Inc. and a member of 
the firm of Reid and Priest, attorneys. There are other entries that I believe 
should be recorded in the books of Mississippi Power & Light Co. in order to more 
nearly reflect its true financial condition, but I have not dared even to propose 
to the powers that be that said additional entries be recorded. 

In view of the foregoing, I wish to withdraw each and every financial figure 
and any and all other data which are included in both of said registration state- 
ments and which have been filed with you as representing figures or data fur- 
nished upon my authority. I am not afraid to have financial figures or other data 
submitted to you on my responsibility if the figures and data are reasonably 
accurate, even though I was under the domination of others in preparing and 
submitting the figures and data. However, when I am high pressured to the 
point where I have no confidence in the accuracy of the figures and data, then 
| think it is time to call a halt, because I do not want to intentionally or unin- 
tentionally find myself guilty of violating the letter or the spirit of the law 
and thus expose myself to criminal liability therefor. 

I want your advice as to what I should do now since I do not know what 
further steps I should take to protect myself, our officers, directors, employees 
and customers, and to comply with the laws which you administer, as well as 
all other applicable laws. 


That is signed “J. D. Stietenroth.’ 

Mr. Davis. This telegram was sent on the 22d of September, is that 
correct, sir? 

Mr. StTiereNrotu. Yes, sir. 

Mr. Davis. Were you still the principal financial officer of Missis- 
sippi Power & Light when you sent this? 

Mr. Srierenrorn. Yes, sir, I understand that I was. This wa 
sent in the morning of September 22, and I believe the meeting was 
held at noon September 22, so I believe that I was. 

Mr. Davis. And as the principal financial officer of the corporation, 
you sent this telegram to the SEC which had on file 2 registration 
statements, 1 from Mississippi Power & Light and 1 ‘from Middle 
South Utilities, and you told the SEC that you wished to withdraw 
all financial figures and other data included in said registration state- 
ments which had been filed with the SEC as representing figures or 
data furnished on your authority. That is correct, is it not? 

Mr. Srrerenrorn. Yes, sir. 

Mr. Davis. What did the SEC do? Did they answer your question ? 

Mr. Strerenroru. I suppose a day or two later, I had a phone call 
early one morning. Apparently time up here must have been 2 hours 
ahead of my time, because I was asleep, or had just waked up, I 
remember that, and I was at home, and I had no records and no mem- 
orandum or no nothing, except a telephone. A Mr. Barr from the 
SEC said that he had this telegram, and that there was somebody 
else on the telephone, and I don’ remember who he was, and that he 

wanted to find out two things: What it is I meant when I said that 
there were some entries that I didn’t have a satisfactory reason for 
recording ; and what it was that I had meant about other entries that 
ought to ‘be on the books. 

Mr. Davis. How long did Mr. Barr talk to you? 
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Mr. Stierenroru, Oh, I don’t know, I didn’t time it. It wasn’t 
very long, though. 

Mr. Davis. Not a long conversation ? 

Mr. Srierenroru. No. 

Mr. Davis. Did Mr. Barr ask you to come to Washington and meet 
with him. 

Mr. Srierenrornu. No. 

Mr. Davis. Did he offer to send any investigators or representatives 
of the SEC down to see you ? 

Mr. Stterenrorn. No. 

Mr. Davis. Did he ask to see any of your books or records? 

Mr. StreTenrorH, No? 

Mr. Davis. Did he make any attempt to see whether there was any 
basis for your concern about the figures to which you were referring? 

Mr. Srierenroru. I don’t know what Mr. Barr did. All I can tell 
you is what he said to me, and I said to him, over the telephone. 

Mr. Davis. Well, isn’t it somewhat strange, or isn’t it rather unusual 
for the treasurer of a corporation to withdraw the use of his name or 
the authorization of his name, under these circumstances, in the regis- 
tration statement ? 

Mr. Strerenrorn. Well, I have never heard of it before, if that gives 
it a flavor of unusualness. I just never heard of it before, and I don’t 
think it has ever happened before. 

Mr. Davis. Were you ever visited by a representative of the SEC 
subsequent to this telegram ? 

Mr. Stierenrorn. No. 

Mr. Davis. Did Mr. Barr ever call you again ? 

Mr. Strerenrotu. No, 

Mr. Davis. Do you know whether any of these issues of stock have 
been approved by the SEC? 

Mr. Srierenrorn. I heard that they had approved the sale, or 
something, or some sort of approval had been granted with respect to 
Middle South’s registration statement covering the sale of 475,000 
shares of their common. 

Mr. Davis. Has the SEC acted as yet, to your knowledge, on the 
Mississippi registration statement ? 

Mr. Srierenrorn. Not tomy knowledge. 

Senator Kerauver. This approval by the SEC of Middle South 
Utilities common stock, has that been since you notified them of your 
withdrawal of your certification ? 

Mr. Strerenrorn. Yes, sir. 

Senator Kerauver. Was that the issues by which Middle South was 
getting prepared to take care of part of its financial responsibility in 
connection with the Dixon- Yates contract ? 

Mr. Stierenrorn. My recollection of seeing a copy of Middle 
South’s registration statement is that in the main, they wanted money 
for two reasons. It seems like there were some bank loans, and also 
they were undertaking to raise the money to be used for purchasing 
common stock in connection with Dixon- Yates. 

I also understand that SEC put some sort of reservation or restric- 
tion upon their grant in connection with the actual use of the funds 
for that purpose. But this that I am telling you, Senator, is just in- 
formation that I gleaned from newspapers. 
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Senator Kerauver. Did you tell Mr. Barr when he called you that 
you had signed a signature statement, but you had not at that time 
seen What was put in front of your signature / 

Mr. Stierenrore. I don’t remember whether I told Mr. Barr that, 
no, sir. Mr. Barr was rather terse, to tell the truth, and I just simply 
answered Mr. Barr’s questions, and it seemed pretty obvious that he 
just—well, this is just an opinion; I had better quit talking. 

Senator Kerauver. Mr. Chairman, I think it would be of interest 
to this committee to find out if the SEC did go on and issue certificates 
of stock or authorize the Middle South Utilities to issue or sell stock 
when they were put on notice that the authenticity of certain state- 
ments was questioned. We would like to have an SEC witness up here 
to see about it. 

The CuarrmMan. We will subpena whoever we have to subpena, if 
necessary, if we do not get the information voluntarily. We will try 
to get it voluntarily first. 

Senator Kerauver. Mr. Stietenroth, I was very much interested in 
the two instances—January of 1950 and February of 1953—in which 
Middle South got $3 million worth of common stock without paying 
anything for it. That is what it amounted to; is it not? 

Mr. Srierenroru. That is my view, exactly, because whenever you 
have got a piece of paper that you can draw $90,000 for it, each year, 
on into the indefinite future, it is a pretty valuable piece of paper. So 
I think that your question of saying “stock worth so much money” is a 
very appropriate question, and I answer you “Yes.” 

Senator Kerauver. As a matter of fact, Mississippi Power & Light 
actually issued certificates of common stock to Mid-South; did it not? 

Mr. Stirerenroru. Yes, sir. 

Senator Kerauver. And the certificates issued included this $3 
million of watered stock which they just took, is that correct? 

Mr. Srrerenroru. Well, I wouldn't want to use the word “watered” 
stock, 

Senator Kerauver. Anyway, the $3 million which they did not 
pay for. 

Mr. Stierenroru. It was more in the nature of a stock dividend, sir. 

Senator Kerauver. Anyway, the $3 million which they did not pay 
for, a certificate was issued for that; is that right ? 

Mr. Srierenroru. That is right. 

Senator Krrauver. Who actually paid for that $3 million? The 
$3 million came from the ratepayers, which was put into surplus and 
then transferred from surplus to the capital account ? 

Mr. Strrerenrotru. Yes, the capital account. 

Senator Kerauver. Which enabled the issuance of stock to Middle 
South ? 

Mr. Srrerenroru. Yes. 

Senator Kerauver. Do you know how many times over the life of 
the comp: my this kind of transaction has taken place? 

Mr. Srmerenroru. I believe that unless we go back into the early 
history of the company—and I would have to do some research on it, 
and I have quite a bit of data—but in the 17 years that I have been 
treasurer, these are the two occasions that it happened. I would 
elaborate to this extent: You asked where the money came from, and 
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whether it was the ratepayers. I say it came from the ratepayers, 
and in order to have this $3 million in this surplus account, the rate- 
payers didn’t pay in $3 million, but paid in considerably in excess of 
$6 million, because of the income tax leverage on it, and I hope I am 
making myself clear. 

Senator Krravuver. The $3 million represented the net amount 
after taxes had been paid on the total amount collected; is that 
correct ¢ 

Mr. Srrerenroru. That is what I am saying. 

Senator Kerauver. Which would make it in the neighborhood of 
$6 million that they had paid in to enable Middle South to get $3 
million worth of stock for which they did not pay ? 

Mr. Srrerenrotu. I would say it would be an absolute minimum 
of $6 million, and due to the fact that some of this surplus was being 
created back at a time when we were paying taxes part of which was 
in the 85 percent bracket, I just don’t know how much it was that 
the ratepayers actually had to pay in to the company, but it couldn’t 
have been less than $6 million. 

Senator Keravuver. Mr. Stietenroth, what did Middle South do 
to deserve such a substantial gratuity ? 

Mr. Strerenrotu. Well, they were our sole and only common- 
stock holder, and I don’t think the Middle South folks look upon it, 
Senator, as a gratuity. Mr. Sanders, for instance, has said to me 
on several occasions when we would be discussing things, right 
frankly, and in order that we have a proper understanding of our 
relationship, and without meaning any impoliteness to me, he would 
say to me, “Let us don’t forget that IT own you.” So I don’t really 
think that they look upon it as a gratuity. 

Senator Keravuver. I thought the purpose of the Holding Company 
Act of 1937 was that bonuses of this kind for no services at all were 
not to be paid by the operating company to the holding company, and 
that that was one of the reasons why the Holding Company Act was 
passed. Did you have that understanding? 

Mr. SrierenrorH. You have used a word “bonus” 

Senator Keravuver. Was this not exactly what Mr. Insull did in 
milking companies that resulted in the passage of the Holding Com- 
pany Act? Insull and Hobson, and the scandals that we had prior 
to that time, taking money out of surplus and putting it into the 
capital account, and issuing common stock, and milking the operating 
company. 

Mr. Strerenrotu. Yes, sir; they did these things, as I understood 
it, and they did a lot more of other things. 

Senator Keravver. This was a favorite device always used by the 
Insulls and the Hobsons for milking and bleeding the operating 
company. 

Mr. Strerenrorn. That is my understanding. 

Let me show you how this could have worked, though. If, per- 
chance, instead of paying just plain 9 percent on the basic amount 
which they actually invested in it, if it had been drawing 12 or 
15 percent, this problem never would have come up, because the sur- 
— would have been paid out in that fashion. But that would have 
een a nice little return, though. As a matter of fact 

Senator Kerauver. Even there, it was agreed that 9 percent was 
all they could keep face and take out, was it out? 
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Mr. Strerenroru. I thought it was high, if you were asking me for 
my opinion. 

Senator Keravuver. Well, did this stock that they took—was there 
any market value of Mississippi Power & Light’s common stock? 
Was any of it on any market anywhere? 

Mr. Srterenroru. Middle South has every share that we have ever 
issued, and it never has been marketed at all. 

Now, I can 

Senator Kerauver. They have got the stock at a stated value of 
$10 per share, is that correct? 

Mr. SrrerenroruH. Yes, sir. 

Senator Kerauver. There was not any question but what it was 
worth $10? 

Mr. Strerenrorn. I think it was worth more nearly—I have seen 
our ad valorem tax expert with the State tax commission trying to 
find out how to fix a value of our property, and he thought it was worth 
around about $16. 

Senator Kreravuver. Well, 9 percent dividend on that, if you are 
paying 9 percent on something of a stated value of $100, or $10, that 
would be apt to run the selling price on an open market away up 
above $10. 

Mr. Strerenroru. Away up above $10; yes, sir. 

Senator Keravuver. So this was not any fictitious value they got; 
they got the actual $10 value, and more. 

Mr. Srrerenroru. And more. 

Senator Kerauver. Who suggested this transaction? Did the Mis- 
sissippi Power & Light feel that out of appreciation for their fine 
guidance of your activities, that you ought to issue them this watered 
stock or this additional stock ? 

Mr. Strerenrorn. You took “watered” out ? 

Senator Keravuver. This additional stock, then. 

Mr. Strerenroru. Well, I will give you 

Senator Keravver. Did the idea come from Mississippi Power & 
Light? 

Mr. Srrerenroru. It did not. 

Senator Kerauver. Where did it come from ? 

Mr. Strerenrotu. It came from Middle South Utilities. 

Senator Keravuver. What right do they have to tell you what to do? 

Mr. Srrerenroru. Well, sir, I thought that they had no right, but 
I thought also, as I have ‘been testifying for 4 or 5 days, that they 
exercise a very, very heavy right—and not “right,” but a heavy hand 
in controlling us. 

Senator Krravver. You had to have a directors meeting in order 
to vote this gratuity to Middle South, did you not? 

Mr. Srrerenroru. We had to have a directors meeting, and it could 
not be done otherwise. 

Senator Kerauver. Who prepared the resolution for the directors 
meeting ? 

Mr. Srierenroru. The resolution for the directors meeting 

Senator Keravver. To give them this additional stock. 

Mr. SrrerenrotH. Well, the resolution for a matter like that would 
be sent to us by—I am just trying to think—it is a flat statement I 

‘an make. I would say that without exc eption, or almost without 
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exception, such a resolution would be sent down to us in draft form, 
from Messrs. Reid and Priest. 

Senator Kerauver. Does Ebasco enter into that kind of thing? 

Mr. Srierenroru. Ebasco would enter into it in relatively a minor 
way, insofar as the actual transactions are concerned. However, the 
idea itself might have originated in the Ebasco organization, who are 
watching all of these things i in the interests of Middle South Utilities. 
And it is not inconceivable, for instance—however, I don’t think Mr. 
Dixon or Mr. Sanders or Mr. Canaday would have needed any prompt- 
ing on a matter like this—but it is not inconceivable that Mr. Tony 
Seal, who is cur operating sponsor and he keeps up with us quite 

closely—he is with Ebasco—that he would have said, “Well, don’t 
you think it is time to do such a transaction 2” 

Senator Krrauver. Mr. Dixon is a director of the Mississippi 
Power & Light, is he not? 

Mr. Stierenroru. Yes, sir. 

Senator Kerauver. And what is he with Middle South Utilities? 

Mr. Srierenroru. He is president and director. 

Senator Kerauver. So he has 2 offices in Middle South Utilities, 
and 1 in Mississippi Power & Light. 

Mr. Srierenrornu. That is correct. 

Senator Kerauver. Was he there voting on this deal himself, these 
two transactions / 

Mr. Srivrenroru. Oh, yes, I know the second one, and I am pretty 
sure the first one. Mr. Dixon has not always been a director. You 
have got to go back now about 4 years, and I don’t remember his 
presence. But as to the second transaction, I am sure that he was 
not only present, but he was sponsoring it and explaining it. 

Senator Kerauver. And promoting it? 

Mr. Srierenrorn. And moving it. 

Senator Kerauver. See if you can reconstruct in your mind just 
who was there from Middle South in this second meeting where they 
took $2 million away from your company. Mr. Dixon was there, and 
he was the chief promoter, and who else was there? 

Mr. Srierenroru. Well, it wouldn't have been but one other per- 
son, and it is too long ago for me to undertake to recall who else could 
have been there, or who else was there. Mr. W. T. Wynn is a director 
of our company and also a director of Middle South, and the minutes 
will show whether Mr. Wynn was there or not, and I can’t answer 
you any closer than that. 

Senator Krerauver. Now, Mr. Stietenroth, isn’t it rather a conflict 
of interest for the president and a director of the holding company 
to be down in a stockholders meeting of the operating company, 
voting the holding company a bonus dividend? Is that not a conflict 
of interest / 

Mr. Srivrenrorn. You said a stockholders meeting, and we are 
talking about a directors meeting. 

Senator Kerauver. A directors meeting, I mean. 

Mr. Srierenroru. Well, Senator, from my own viewpoint, I 
thought that Mr. Dixon—I just didn’t think it was politically ex- 
pedient. for him to be on our board. He was accomplishing anything 
he wanted to do without being there and without being on the board, 
but to my surprise, as I am often surprised, he received approval, as 
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[ understand it, from either SEC or FPC, or both of them, for sitting 
on our board. 

Senator Kerauver. With a dual responsibility ? 

Mr. Strerenrorn. Yes, sir. 

Senator Kerauver. Anyway, here is Mr. Dixon, the president— 
and I suppose drawing a salary from Mid-South Utilities, does he 
not? 

Mr. Srizrenrotnu. Yes, sir, and I think it is $80,000. 

Senator Kerauver. Eighty thousand dollars a year as president of 
Middle South and a director of Middle South, sitting in on the board 
of directors meeting of the Mississippi Power & Light, the operating 
company, presenting a resolution and insisting that a resolution be 
passed to take $2 million away from the Mississippi Power & Light 
and give it to the Mid-South for no consideration. 

Mr. SrrerenrorH. That is $2 million in stated value of common 
stock. 

Senator Krrauver. Worth considerably more than that. 

Mr. Stierenroru. And worth considerably more than that, in view 
of the return of 9 percent. 

I would go a step further, if you will let me. Additionally, and 
on top of all of that, Mr. Dixon has a proxy when he comes down to 
the stockholders meeting which makes it almost absurd for us to go 
through the monkey motions of voting the shares, because there can’t 
be but one answer. And when Mr. Dixon votes his shares, well, he 
has appointed each and every single one of those directors, without 
question, and that also obtains in the Arkansas c ompany, the Louisiana 
company, and the New Orleans company; and, through that board 
of directors, he has absolute appointive powers through the suggestion 
of every chairman of the board and every president and every vice 
president and every treasurer and every secretary; and, as I said, i in 
one case even the employees, but I have never heard of him exercising 
it to that point. 

Senator Kerauver. That is a startling situation, and let us see 
what you mean by it. You mean when he comes to the board of 
directors meeting of Mississippi Power & Light Co., he has proxies 
which enable him to do anything he wants to? 

Mr. Srrerenrotu. No, sir, that is not what I said. 

Senator Keravuver. He has proxies for what? 

Mr. Strerenrorn. At the annual stockholders meeting, he comes in 
with, not a proxy, but an authorization to vote the shares. He is 
the company. 

Senator Kerauver. You mean to vote all of the shares Middle 
South has? 

Mr. Srierenrotu. Yes. It is 2,600,000, or 98 percent of the total 
voting stock in our company. 

Senator Kerauver. And aside from some qualifying shares for other 
people, that is all of the stock? 

Mr. Srrerenrorn. There is no common stock in anybody’s posses- 
sion except Middle South. 

Senator Keravuver. So that at the stockholders meeting, he can 
elect anybody a director of Mississippi Power & Light that he wants 
to? 

Mr. Strerenrotu. He not only can, but he does. 
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Senator Keravuver. So that when he comes to a directors meeting 
to give his company $2 million, of course he has his own directors 
there whom he has elected ; is that correct ? 

Mr. Strerenroru. Every person on that board of directors has pre- 
viously been appointed, as I put it; actually we go through the rig- 
marole of voting, but it is “appointment” in my book. 

Senator Kerauver. Do you know if that exists in Arkansas Power 
& Light, New Orleans Public Service, and then what is the other 
company, the Louisiana Power & Light? 

Mr. Srrerenroru. Yes, Louisiana Power & Light. From infor- 
mation that I have had throughout the years, I am willing to state 
that as to Arkansas Power & Light Co., it is the same situation. 

Senator Keravuver. I had always heard that Mr. Moses was appear- 
ing around here as if he were something in that organization. Do 
you mean that Mr. Dixon has the stock to make or break Mr. Moses? 

Mr. Srrerenroru. Well, I will put it this way: that he had the 
stock that made Mr. Moses, or he wouldn’t have been made; yes, sir. 

Senator Kerauver. All right. So you know that is the case, or is 
true in the case of the Arkansas Power & Light. 

Mr. Srierenroru. And Louisiana, I am sure that we have got the 
same situation; and the result in New Orleans Public Service, Inc., 
is the same. However, there is what I would describe as a handful 
of common stock outstanding, but there also, the preponderance of the 
voting power that Middle South has, gives Mr. Dixon absolute ap- 
pointive power over every director in that whole 3-State area down 
there, all 4 operating companies, and he has the power to suggest 
who the chairman of the board will be, and who the president will 
be, and the vice president, and the treasurer, and all of the other 
people. I don’t believe that I ever heard of, sir, his suggestion not 
being acted upon favorably. 

Senator Kerauver. He not only has the power of suggestion, but 
has the power of electing the directors who have complete charge 
of what is going to happen, does he not? 

Mr. Stierenrorn. That is right. 

Senator Kerauver. I thought the slogan of the Mississippi Power 
& Light Co. was “Home Owned, Home Managed ;” is there not some- 
thing like that in your slogan ? 

Mr. Srrerenrorn. I don’t think that we would have said “home 
owned.” We had a little different flavor to it, and we said “investor 
owned.” 

Senator Kerauver. And home managed ? 

Mr. Stierenroru. I believe we have used that in our advertise- 
ments. 

Senator Kerauver. How much time does Mr. Dixon spend in 
Mississippi ¢ 

Mr. Stierenroru. I would say that Mr. Dixon throughout the 
years has spent enough time in Mississippi, with Mr. Paul Canaday 
and Mr. Harold Sanders, that I have wondered—that it is a serious 
question to me—but what he ought to qualify to do business in Missi- 
ssippi under the corporation laws, 

Does that answer you, sir? 

Senator Kerauver. Anyway, his home is not in Mississippi; he is 
from New York. 

Mr. StterenrorH. His home is in New York, sir. 
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Senator Kerauver. Then the Mississippi Power & Light is not 
home managed ; it is New York managed; is that correct? 

Mr. StrerenrorH. That is right, sir. And most of it is done—and 
when I say Mr. Dixon and Mr. Canaday and Mr. Sanders have spent 

. lot of time in Mississippi, to the point that when I saw so much 
of it, at one time I believe we set up a little office down there that 
they were in and out. I don’t believe it exists at the moment. But 
it occurred to me that here was a corporation doing business in the 
State of Mississippi without qualifying under our corporation stat- 
utes. But by and large, it is done over the telephone. 

Senator Kerauver. Now, Mr. Stietenroth, will you explain to me 
how this is different from the situation that existed before the Hold- 
ing Company Act was passed, and how does this differ from what the 
Insulls did? 

Mr. Srierenroru. Sir, except that we have by and large legalized 
it and gotten the SEC approval pretty well down through the line, 
I don’t see any difference. It is the same thing just wrapped up in 
a different package. 

Senator Kerauver. Then, of course, what we have in this Dixon- 
Yates deal is that we are taking the head of two of these big holding 
companies and putting them together so that their influence will be 
more, or even larger, and more expansive; isn’t that true? 

Mr. StTrmeTenroTu. Yes. 

I observed that Middle South was going to sign that Dixon- Yates 
contract directly itself, but the other operating companies, that is, 
Georgia Power Co., Mississippi Power Co., Florida Power Co., or 
Corp., and Alabama Power Co., were going to be associated directly 
for the Yates part of it in that matter. 

That joined the holding company on one side and the operating 
companies on the other side. 

Senator Krrauver. So what we have had has been Mr. Dixon with 
his Middle South out of New York running Arkansas, Mississippi, 
and Louisiana, and New Orleans Public Service, and Mr. Yates run- 
ning—where does Mr. Yates live; do you know? 

Mr. Strerenrorn. I don’t know. 

Senator Kerauver. Anyway, the Southern Co. running Alabama 
and Georgia; and what other companies are in the Southern Co. ? 

Mr. Strerenrorn. Alabama Power Co., Georgia Power Co., Florida 
Power Co., or Corp., and Mississippi Power C o., Which is a company, 
that I told you; if we applied their rates on our property, it would 
cut our revenue two to three million dollars a year 

Now, I can’t answer you other than just ind of common under- 
standing in the industry that Mr. Yates, or someone similar to him— 
and I don’t recall his name—they have the same relationship to their 
operating companies as Mr. Dixon has, I have testified about, as to 
cur companies. That is an understanding. 

Senator Krerauver. So that now, with the Dixon-Yates contract, 
the Government would propose to enlarge the power and influence 
of these two holding companies so as to bring them together in a 
common contract and give them the great power that would come 
from, a 600-000-kilowatt generating power at West Memphis, Ark.; 
that would be the result, would it not ? 

Mr. Strerenroru. That would be the result. And the magnitude 
of the property involved, as I understand it, is at least in the neigh- 
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borhood of $107 million, which we tacked on to the properties in the 
four Middle South companies, which are already somewhere seven 
or eight hundred million dollars. We have a huge property here 
buttoned right up under $1 billion, just for the Dixon part, and I 
guess, he being 80 percent of it, he would control that. He certainly 
would have the votes to do it. 

If you put that $107 million worth of property on top:of the prop- 
erties already in this tristate area, of the Middle South Utilities, you 
have something that is getting ¢ lose to $1 billion, as I would recall the 
figure. 

Senator Krerauver. You are bringing together the comp: anies under 
these two holding companies, into one joint t adventure ; isn’t that true? 

Mr. Stierenrotu. Yes, sir; as I understood the contract. 

Senator Kerauver. Which in the southeastern part of the Nation, 
at least, Louisiana, Arkansas, Mississippi, Alabama, Georgia, and 
Florida, would give these two people, in a contract together, monop- 
olistic control over the electrical service of those States; isn’t that 
correct ¢ 

Mr. Stretenrorn. It isso huge until it is frightening. 

Senator Kerauver. Well, T am glad to hear you say that, Mr. 
Stientenroth. I think almost anyone who would envision the tre- 
mendous power that they are going to have, that they have there 
already, but when they are combined with this large investment, which 
is an investment the Government is substantially guaranteeing, then 
it is truly frightening to give two men that much influence and 
power, isn’t it ? 

Mr. Stierenrornu. It is frightening to me, sir, and that is what was 
one of the heavy considerations to me, that it just frightened me. 

Senator Keravver. I just want to say for one that I admire—at 
least you have some sensitivity about it, and you felt that you could not 
take that sort of thing any longer. You have told the facts about 
what has happened. 

Now, another important result from this furtherance by the Gov- 
ernment. of this monopolistic combine would be that they would be 
getting into the TVA service system, with their steam plant in West 
Memphis, Ark. ; isn’t that correct ? 

Mr. Stierenroru. As I understood—— 

Senator Krerauver. They would be furnishing power, then, to the 
TVA and they would be furthering their efforts to destroy the yard- 
stick that has kept electric rates down? 

Mr. Stierenrotn. As I understood it, the power that is needed, is 
needed up around Paducah, but power at the present time, and for 
the last years, has been moving from east to west; that is, the power 
is generated somewhere around in east Tennessee and it is moving 
west toward Memphis. 

Now, through the device of displacement, as I understood it, the 
West Memphis plant would generate the power and deliver it into 
the TVA system so that TV A could stop moving power from east to 
west and could deliver it direetly to Paducah AEC ers 

Senator Kerauver. Of course, you understand, Mr. Stietenroth, that 
none of the power delivered to Memphis by Dixon- Yates would ever 
get tothe atomic energy plant at Paducah ? 

Mr. Strerenrorn. That is the w ay I understood it. 
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Senator Kerauver. And you understood, of course, that one of the 
prime purposes of this plant at West Memphis, Ark., is to get the 
rv A surrounded by private power steam plants so as to make it go 

iat in hand to the private power people to buy the power it needs in 
the future, so that 1t cannot have its own power supply. You under- 
stood that, didn’t you ¢ 

Mr. Stierenrorn. I understood that from the press; yes, sir. 

Senator Kerauver. Just as an old utility man, Mr. Stietenroth, isn’t 
it the proper thing, and wouldn’t any utility that is well managed, 
have its own power supply? That is, wouldn’t it be very bad busi- 
ness for Mississippi, or any other utility, to be dependent upon what 
some other utility would charge them for their electrical supply 

Mr. Strerenroru. I would think, Senator, that if I had the fuel 
available and there was a question of whether or not you were going 
to generate my power for me, and I was going to generate it my self, 
and we had the same fuel prices, and the fuel was available to me just 
as well as it was available to you, I wouldn’t want you to get between 
me and that fuel supply and generate any power for me, because I 
would then be dependent upon you. 

Senator Krrauver. You know, Mr. Stietenroth, that what the 
Dixon-Yates were trying to do, and quite obviously, the sad thing 
is that some people in the Government are trying to help them, is to 
enable the private power people to get their foot into the TVA service 
area and furnishing the TV A power and to make it impossible for the 
TVA to have its own source of supply, so as to cut off and chip off the 
TVA little by little and finally destroy it. That is the whole purpose 
of this thing, isn’t it, Mr. Stietenroth ¢ 

Mr. Srierenroru. Well, Senator, there are several viewpoints 
there. Of course, if you put 600,000-kilowatt station just on the east 
side of the river, you might have them move the wall back, too. Do 
you follow me? Tn other ‘words, that power has got to be used. If you 
have generation right on the edge of TVA area, y you have that huge 
amount of generation there; then it might go on further west. 

The Ccamiham. I wonder if you could not get a better answer to 
your question ¢ 

Would you remember the question that Senator Kefauver just 
asked you? 

Senator Kerauver. You know the area that the TVA can serve has 
been set out in the act of 1939, that they have just an area that they 

can serve, and that they cannot go and they do net want to go beyond 
that ? 

Mr. Strerenroru. I didn’t know that, Senator. 

Senator Keravuver. Well, that is true. 

Let me ask the question in a little bit different way. 

If the purpose of this steam plant was to furnish electricity for 
the Paducah plant, it would be very easy to put it up at Paducah and 
and then release some of the TVA generation there for its own area 
and for its own users. But since they are building it down at West 
Memphis, far away from the Paducah steam plant, and putting it into 
the TVA system without one kilowatt going to Paducah, wouldn’t 
your conclusion have to be that their purpose is to try to get into the 
TVA area and to make the TVA dependent upon buying power from 
the private utility, Dixon- Yates? 
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Mr. Strerenrorn. Again, I can’t answer that question, except in 
this way: As I understood it, TVA wanted money to build a plant 
just north of Memphis, Fulton, Tenn. It would have been a reason- 
able thing for TVA to do, to set this generation down at Fulton and 
to supply. the power into the western part of the system, so as to re- 
lease power that it had back here in the Paducah area. 

The reason was, sir, that whenever you move power, you have trans- 
mission losses, so, therefore, it is reasonable, sensible, and engineer- 
ingly proper to generate the power as near to the place it is going to 
be used as it is practicable to do. 

Senator Kerauver. And you think it isa part of wisdom for a util- 
ity, whether it is TVA or Mississippi Power & Light, that wants to do 
business effic ‘iently, to have its own source of power supply ? 

Mr. Srierenroru. I would think that that was a general rule, I 
would certainly subscribe to that. 

The Cuarrman. Senator, your question still has not been answered. 

Senator Kerauver. No; and I do not know whether he can answer it 
any further or not. 

I was trying to get what you knew about the general purpose of this 
Dixon- Yates steam plant, if you know about it, Mr. Stietenroth. 

Mr. Strerenroru. The only thing I know about the general purpose 
of the Dixon-Yates steam plant was to sell power and make money, 
and also, of course, setting down 600,000 more kilowatts right there on 
the perimeter of TVA area, would have an effect of sort of building a 
wall up there. 

Senator Keravuver. You mean of getting into the TVA area? 

Mr. Srierenroru. I don’t know it is to get into it, but you certainly 
can stop the TVA area from expanding. 

Senator ae Auver. That is where the power is going, isn’t it, into 
the TVA area 

Mr. a, wrH. It is going over there. 

Senator Kerauver. What would happen to the TVA customers in 
west Tennessee or in Memphis if after this steam plant is operated a 
year or two the Government decided it wanted to cancel the contract ? 
Then wouldn't the TVA and its customers be then entirely at the 
mercy of Dixon- Yates in securing continuing power from their West 
Memphis steam plant? 

Mr. Srierenroru. I believe that I recall—and this is a long con- 
tract—that in there there is a provision wherein, if AEC wants to 
cancel out, it has some assignment rights, and it might assign the con- 
tract itself to TVA. That isa recollection. 

Senator Kerauver. We cannot tell about it because the contract is 

so secret no one has had a chance to see it. It is public business, yet 
the public has no opportunity of seeing what is going on, in the interest 
of the public. You have seen it, but the public, generally, cannot see 
it; and this committee cannot see it. 

In any event, there is a time when this contract will either terminate 
itself or can be cane eled, so that it will be up to Dixon- Yates as to 
what they do with the power generated there; isn’t that true? 

Mr. Srierenroru. If they decided, or, in other words, if AEC will 
say, “I cancel” and “I don’t assign,” it is up to Dixon-Yates to say 
what they will do with the power, and I think it belongs to them. 
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Senator Kerauver. After a certain number of years, perhaps it is 
solely within the right of Dixon-Yates, without regard to what the 
AEC says, as to what is going to be done with the power; isn’t it? 
That is, at the termination, 25 years from now ? 

Mr. SrrerenroruH. Yes, sir. 

And I have heard it said that there may be a period of 25 years and 
there may be a secondary period of another block of years. But at 
the end of the time, when AEC is full, when the wird is paid for and 
AEC is out of it, any residual value left there belongs to the corpora- 
tion. And the corporation as of this time, as I understood it, belonged 
to Middle South and Southern Co. 

Senator Kerauver. Since it takes 3 years to build the steam plant, 
when that time came when Dixon-Y ates could say, “We will let you 
have power or not let you have power,” TVA and the users of elec- 
tricity at Memphis would be entirely at the mercy of Dixon-Yates; 
isn’t that correct ? 

Mr. StierenrorH. Well, the fact that it takes 3 years to build a 
generating station—and it does take about that long—it does have 
the effect of putting you in a position that you will certainly have to 
do business with the fellow who has a su »ply of power. 

Senator Kerauver. I was anxious to lind of get an idea of the size 
of this tremendous utility monopoly that is going to exist if the 
Dixon- Yates contract goes through. Can you, in a general way, give 
us the size of these utilities, Mr. Stietenroth ? 

Mr. StierenrorH. You mean including Georgia Power Co.? 

Senator Krrauver. Georgia Power, Florida Power, Alabama 
Power, and others. 

Mr. Srierenroru. I believe, and I can say | know, that Georgia, 
Alabama, Mississippi, and Florida Power are just bound to be bigger 
than Middle South group. 

Senator Kerauver. How big is the Middle South group? 

Mr. StrerenrorH. The Middle South group total assets are some 
seven or eight hundred million dollars, without the West Memphis 
plant, which would bring it on up. ‘ 

Senator Keravuver: That is the Dixon part of it? 

Mr. Stierenrorn. Yes, sir. 

Senator Kerauver. You say seven or eight hundred million dollars? 

Mr. Strerenrorn. Yes, sir. 

And these other companies, they must be bigger than our 4 subsidi- 
aries over in Arkansas, Louisiana, and Mississippi, so that, if they 
don’t break $1 billion, which sometimes I have to think about as $1,000 
million, of property, it will surprise me. 

Senator ane 'veR. So then you add the generating plant in at 
West Memphis and you have a combine in that section of approxi- 
mately $2 billion or — onto that? 

Mr. Srrerenrorn. I don’t see how it could be less than that, sir, 
and I don’t have those figures, but I know the size of those companies 
by Georgia Power Co. covers the State of Georgia, and that is a huge 
thing. 

Senator Kerauver. And Alabama is larger than Mississippi? 

Mr. Strerenroru. Yes, sir. 

Senator Kerauver. And Florida is larger than any of them? 
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Mr. Srerrenrory. Well, it is not the whole State of Florida. 
Actually, the southern end of Florida is operated by Florida Power 
& Light Co., which, as I recall it, is an independent company, with- 
out holding-company affiliation. That is a recollection. It used 
to be— 

Senator Kerauver. That is the company headed up by Mr. Me- 
Gregor Smith who operates the distribution system ¢ 

Mr. Srierenroru. It operates a distribution system and transmis- 
sion and generation. It isa full-fledged company and a big company. 

But you said that the Florida part of the Yates would be huge 
because it took in the State of Wlorida. Actually, it just takes in 
the northern part of Florida. 

Senator Kerauver. That is all for the present. 

The Cuarrman. Do you mean by your testimony that this outfit 
would have a monopoly in Arkansas, Mississippi, Georgia, Alabama, 
Louisiana, and all of those States, and the northern part of Florida? 

Mr. Stirerenrotu. Well, if entering into the Dixon- Yates contract 
is a monopoly, I will say that these two companies, the Southern Co., 
through its subsidiaries, and the Middle South Utilities, Inc. , through 
its subsidiaries, if they should be joined together and that joining 
of these two holding companies together through the Memphis gen- 
erating plan, if that joining together makes them one, why it is 
just simply almost the entire southeastern part of the United States, 
plus Arkansas, and Louisiana—— 

Senator Krerauver. You said in looking at the contract you saw 
that there were residual liabilities anyway on the part of all of the 
operating companies in this Dixon- Yates ‘contract ? 

Mr. Stirerenroru. Yes, that is what I read into it and what I under- 
stood it to mean, as the Southern Co. has already done. They have 
substituted the operating companies directly, and Middle South wa 
going to come in directly, and I suggested that that was eee 
reason why I have been so concerned about my company down there, 
including its bondholders, and its other stockholders, not necessarily 
the one and only common stockholder, that, if the Dixon- Yates matter 
turned out to be a very profitable deal, or, as I believe I said a gold 
mine, then it might be retained by Middle South Utilities; and if it 
turned out to be, which I don’t see how it could happen, a losing 
matter, I don’t see any reason in the world that they could not assign 
the matter to these four operating companies because they certainly 
have a power coercive suggestion over us. 

Senator Krerauver. They would be joined together in another way, 
would they not, too, Mr. Stietenroth? They want to make money for 
their two holding companies, in the joint adventure, but also they 
would want to operate it so as to break down the yardstick and the 
service of the TVA, if possible. Isn’t that true? Isn’t that true, 
since they are both on the perimeter of the TVA area? 

Mr. StierenrotH. Well, you are asking me a question about what 
Mr. Dixon and Mr. Yates had in their mind. If you will ask me a 
question of what I would be thinking about if I was doing the same 
thing, I will answer you. 

Senator Kerauver. Then I will ask you what you would be think- 
ing about ? 

Mr. Srierenrotu. I would be doing exactly what you said. 
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Senator Krravuver. In other words, trying to break down the TVA 
yardstick and put it out of business ? 

Mr. Strerenroru. Yes, sir. 

Senator Kerauver. I believe that is all now, Mr. Chairman. 

Mr. Davis. Now, Mr. Stietenroth, I believe you have testified as to 
certain conferences that were held in New York, with regard to the 
preparation of these registration statements and with reference to the 
shifting of certain amounts out of the accrued tax reserves into the 
surplus accounts; isn’t that so? 

Mr. Strerenroru. Yes. 

Mr. Davis. And you have testified that these conferences were par- 
ticipated in by representatives of Ebasco; is that right? 

Mr. StreTenroru. Yes, sir. 

Mr. Davis. And Middle South Utilities; is that correct ? 

Mr. Strerenrotu. Yes. 

Mr. Davis. And Haskins & Sells; is that correct? 

Mr. Srierenroru. That is correct. 

Mr. Davis. I believe you testified particularly to the presence of Mr. 
Youngdahl, Mr. Cy Youngdahl of Haskins & Sells? 

Mr. Srrerenrorn. That t is right. 

Mr. Davis. And to the fact that he actively supported the proposals 
of Middle South for adjustments for which you fe lt there was inade- 
quate justification. Am I correctly stating the substance of your 
testimony ¢ 

Mr. Srierenrorn. Yes, Mr. Youngdahl seemed to know what we 
were going to sit down about before I did. But let me finish that. 
But during the course of the combat, ai as you might recall the way 


I testified the other ds ay, it was rather a stormy session because I fili- 
bustered it for several hours, because I didn’t want to make these 
entries. 

But at least twice during the course Mr. Youngdahl participated 
and from my viewpoint, that i is, he said: 


Now what Jim keeps saying is, he wants to know what his liability is, and then 
he will take out the balance. 

That was all I was hollering about. 

Mr. Davis. Well, did Mr. Youngdahl, as a representative of Haskins 
& Sells, take any part in attempting to persuade the officers of Missis- 

sippi Power & Light to accept holding company directed accounting 
entries ¢ 

Mr. Srierenroru. Well, Mr. Youngdahl participated in the discus- 
sion, and I couldn’t tell whether there was one bit of difference in 
his participation and the rest of us. And he knew that we had no 
business at all making the transfers of $1,028,000. He knew that 
because I called it to his attention repeatedly that we had never done 
this before in this fashion; therefore, we were going to be inconsistent 
in our handling of the item. 

I asked him if he was going to footnote me, and he said, “No,” and 
he just simply participated in the thing right along with Mr. Sanders 
to reach a conclusion that $1,028,000 ought to be transferred out of 
these accrued accounts to surplus account. 

Mr. Davis. Now, I would like to ask you whether this means that a 
representative of Haskins & Sells was thus actively participating in 
persuading the officers of Mississippi to accept these acc ounting 
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entries? And yet, Haskins & Sells were called upon later to audit 
and certify these accounts as independent accountants and auditors, is 
that correct ? 

Mr. Srrerenroru. That is right. 

Now, after this disputing by the hour about this thing, Mr. Young- 
dahl did come and sit down with me and he had some notations or 
entries there. And he said, “Now, is this what you want to do?” 

After I had argued by the hour that that wasn’t what I wanted 
to do—— 

Mr. Davis. Did Haskins & Sells actively participate in such discus- 
sions in connection with any statements in the accounts which you 
have questioned in your recent statements and testimony, and which 
they have now recertified in the letters which Middle South has sub- 
mitted to this committee ¢ 

Mr. Srrerenroru. Yes. 

Mr. Davis. Is this considered sound practice in the accounting 
profession ¢ 

Mr. Srierenroru. I don’t think so. 

Mr. Davis. Do you think or do you know whether it satisfies the 
requirements of the ‘F C 

Mr. SrTrerenrorH. raat know. 

Mr. Davis. Do you feel as a professional accountant that there is 
any conflict of interest involved in the dual position of Haskins & Sells 
as on the one hand participants in persuading the chief financial 
officers of subsidiaries to accept holding company decisions, on ac- 
counting adjustments, and on the other hand as independent auditors 
certifying company accounts and statements ? 

Mr. Srierenrorn. That was one of the things that seemed to me 
that was just permeating the whole atmosphere that Middle South 
had said this is what we want to do, and Messrs. Haskins & Sells had 
said, “O. K., let us go,” and of course Mr. Forbeck was participating 
in it, and the whole atmosphere was that Mr. Sanders had made a 
decision and everybody else was trying to accomplish the desired 
result. 

Mr. Davis. Well, the point I am driving at, Mr. Stietenroth, is this: 
Is it fair to say that Haskins & Sells, having participated in the mak- 
ing of these decisions, would find it difficult later on to exercise the 
kind of independent judgment they would be required to exercise, 
when they issued an independent audit and certification ? 

Mr. Srierenrorn. Well, there was a conflict of interest in my opin- 
ion between Middle South Utilities and Mississippi Power & Light 
Co., unless we are just going to admit the way it actually operated, 
that it is just one big thing; therefore, you can’t have a conflict of 
interest within a group that is just totally owned and operated as one 
thing. 

Now, coming back to your question, if Mr. Youngdahl had actually 
participated, then he wouldn't have to do much auditing; he would 
already have it audited. And so I find a conflict of interest not so 
much in auditing something that he participated in, because if he 
participated in it “he is already auditing it, as he goes along. 

Mr. Davis. Well, they issued a statement subsequently in the nature 
of an independent certification, did they not? 

Mr. Srrerenrotu. That is right. 
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Mr. Davis. Well, wouldn’t the independent character of their cer- 
tification be somewhat impaired by the fact that they had sat in on 

ese earlier meetings and participated in the making of the decisions? 

Mr. Srierenrorn. It seems to me like it would be. We actually 
made wp a copy, an extra copy of the entry, of making this transfer 
from this accrued taxes to the surplus account. And we submitted 
t to Messrs. Haskins & Sells, and I think as to their review of our 
accounts for the interim period now, you understand they had audited 
is as of last December 1953. 

They take not a great deal of responsibility for the interim period, 
and they made a very, very, very abbreviated check of anything, 
so I sent a copy of the entry to their New Orleans offic e, and I don’t 
think they ever came up there before they gave their certification, 
that they had ever seen it. 

Mr. Davis. Now, Mr. Stietenroth, you have referred in your testi- 
mony at several points to the activities of Ebasco. I would like to 
explore in a little more detail with you the relations of Abasco and 
Mississippi Power & Light. What is Ebasco, Mr. Stietenroth? 

Mr. SrierenrorH. Well, Ebasco Services, Inc., is I believe a wholly 
owned subsidiary of Electric Bond & Share Co. Now Mississippi 
Power & Light Co. was at one time under the control of Electric Bond 
& Share Co., through Electric Power & Light Corp. In other words, 
years ago Electric Bond & Share Co. was the second-degree holding 
company for Mississippi Power & Light Co. 

Mr. Davis. Will you explain what you mean by “second-degree 
hol ling company” ( 

Mr. Srierenroru. It is a holding company on top of a holding 
company. 

Mr. Davis. It is pyramided, is that what you mean? 

Mr. Strerenroru. Yes; Mississippi Power & Light Co., the control 
was owned in it by Electric Power & Light Corp., and Middle South 
is the successor to Electric Power & Light Corp., at this time. But on 
top of Electric Power & Light Corp., many years ago, there was the 
other tiers, which was Electric Bond & Share Co. 

Prior to 1935, Electric Bond & Share Co., as I recall it, just rendered 
itself operating companies, in their system, certain services that were 
so broad until they were running the companies, and their method 
of collecting for the so-called management services was to levy a per- 
centage on your gross revenue, very ‘simil: ir to sort of a gross sales tax, 

Now, subsequent to 1935, why the form of that has changed. We 
actually enter into orders with Ebasco for these services, but the 
orders will be executed, and they just remain alive for years on end 
and on end, and it keeps us dependent, and I think it costs us more 
than we could do the same work ourselves; but it does have the ad- 
vantage from the holding company’s viewpoint of policing us. 

Mr. Davis. Now, can you tell us what specific services Ebasco per- 
forms for Mississippi Power & Light? Ebasco is a service company, 
it is not? 

The Cuarrman. This policing business you just mentioned, is that 
policing in favor of the farmers and users of electricity, or is it policing 
it in favor of Wall Street? 

Mr. Srierenroru. Well, it is just a part of the group, sir, that I 
called collectively “Wall Street.” It is a service organization, that it 
is suggested to us that we ought to purchase this service and that 
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service, and then, having purchased it, why that leaves us in a depend- 
ent situation, we can’t “employ our own people to do these things, 
people that we could control. 

And I am just as sure as anything in the world, just as sure as I 
am sitting here today, that any time that I said to an Ebasco man 
“T want you to do this” and Mr. Sanders said “I want you to do that,” 
why it would be just so simple, he would do that. 

Senator Krravuver. Mr. Sanders is with Mid-South Utilities Co. ? 

Mr. Strerenrorn. He is secretary-treasurer of Mid-South Utilities. 
And the reason I mentioned him was he was in similar work to me, 
I have most of my contacts with him. 

But the same thing would be true if Mr. Dixon or Mr. Canaday, on 
any of the other Middle South people made the suggestion. 

Senator Keravuver. In other words, you pay them, but their masters 
are Middle South Utilities ? 

Mr. Strerenroru. That is exactly right. 

And sometimes, Senator, this thing gets so involved, I was trying 
to tell you a while ago, you asked me, did all of the ideas come from 
Middle South. No, sir; sometimes the Ebasco people are watching 
things in behalf of the holding company, so well, until the idea may 
go up from Ebasco to the holding company, and then it might come 
back down, if it is approved, and we would execute that. 

The Cuatrman. Who protects the fellow that uses the electricity, 
the farmer, or the small municipality ? 

Mr. Srrerenroru. Well, he is under the protection of our mayors 
down there, and I think their average pay might be, well I would hate 
to guess, their average pay might run for all of the municipalities, 
about $25 a month. That is the regulation that we have. Of course, 
you know when I say $25, I haven’t set down any statistics, but I know 
in general what they get. He protects the rate payers in the munici- 
palities. 

Mr. Davis. Who protects the farmers ? 

Mr. Strerenrorn. Well, I cannot answer it, I don’t know anybody 
that does. 

Mr. Davis. You don’t know anybody that does? 

Mr. Srrerenrorn. Well, I guess you are talking about in Missis- 
sippi ? 

Mr. Davis. Yes. 

Mr. Srrerenrorn. Our rates outside of municipalities are sort of 
related to how much it is in a municipality, but we might as well just 
quit talking about municipalities, we don’t even keep our records on a 
basis so that we could even furnish you information so that they could 
regulate us if they had the notion to do it. 

Senator Keravuver. So that nobody protects the electric user in 
the municipality, or the rural user in the country ? 

Mr. Srizrenrorn. Not unless we want to say that Mr. Dixon does 
it. 

Senator Keravver. You would not accuse him of doing that, would 
you ¢ 

Mr. Srrerenroru. No, sir; that was an answer that I should not 
have made, but the answer I believe is that there is no regulation of 
this particular utility in the State of Mississippi that gives any 
protection. Now, we do have TVA above us, and we do have some 
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o-ops all around us, and of course that gives some people a little bit 
of protection. 

Mr. Davis. You mean the competition represented by TVA and 
the rural electrification cooperatives does give some protection 

Mr. Srrerenroru. Yes, sir. 

Mr. Davis. That. is the only protection ? 

Mr. Stierenroru. That is all that I can think of. 

Mr. Davis. And do I understand you to say that your books are 
kept in such fashion that there couldn’t be any regulations by the 
mayors if they wanted to regulate ? 

Mr. Srierenroru. Well, the only way—the mayor’s jurisdiction 
runs out to the city limits and it abruptly stops. It ends there. 
Therefore, if he undertook, and said to us, “Give me some information 
so that I can tell whether your rates are reasonable or not,” why we 
don’t even keep our accounts on such a basis that we could make any 
report to him on the basis of his jurisdictional area, and say, “Well 
here is what we did within that which you have jurisdiction to 
regulate.’ 

We don’t even keep it and we never have kept it. 

Mr. Davis. I would like to take you back to Ebasco again. Can 
you describe for us again the kind of services that Ebasco performs 
for Mississippi ? 

Mr. SrierenrorH. Yes; I can. There is a very wide variety of 
services, and I have a paper here that says “Invoices of Ebasco Serv- 
ices, Inc.,” recorded during the years 1953 and 1954, down to August 
of 1954. 

Mr. Davis. Who prepared that paper ? 

Mr. Srrerenrorn. This was prepared, I recognized the handwrit- 
ing, and it is not on there, but the assistant secretary and assistant 
treasurer, with Mr. W. R. Casper. 

Mr. Davis. What kind of services does Ebasco perform for your 
company ? 

Mr. Srirerenrorn. Well, they have been the agent, and not con- 
tractor, on the building of some, all of the generation that has been 
built down there in recent years. ‘They were the agent, and we paid 
°3 money over to them, and then they disbursed it, ‘and it was said to 
be disbursed as our agent. There is a little matter of contractor’s 
tax down in Mississippi that has been worrying me no end. I pve 
read the definition of what the State statute says a contractor is, and 
I have read the contract which says Ebasco is an agent, and I have 
had a little difficulty with it. But coming back to it, they have built 
in recent. years the Natchez steam electric station, the Rex Brown 
steam electric station, and more recently, the Delta steam electric 
station; and coming out of the Delta steam electric station was all of 
the transmission lines to move the power out of it. 

Now, that job, or that last one only ran around about $25 million. 
They did that for us, and we paid them a fee for it. I testified the 
other day that out of the Delta Station that Ebasco got over $1.5 
million. Now, I don’t remember just what it was, but it seemed to 
me like it was $1.8 million or $1.7 million. 

Mr. Davis. Do you mean the fees? 

Mr. Strerenrorn. Yes. 
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Mr. Davis. Then Ebasco performs engineering and construction 
services for Mississippi ; is that correct ? 

Mr. Stierenrorn. That is one of them. 

Mr. Davis. Do they also perform tax services / 

Mr. Strerenkotu, They perform these services, technical rate-con 
sulting services, indenture requirements, fiduciary fees, insurance 
and safety services, re ports, and other information for investors and 
others, United States income tax, surtax, and excess-profits taxes, 
reports to governmental agencies, services of Washington office, serv- 
ices of sales department, services of industrial re lations department, 
engineering consultation, testing equipment at NSES, Natchez Steam 
Electric Station, that is what it is. 

Purchasing and traffic: Services of general rule consultants, serv- 
ices Of research department, engineering research, development, and 
practices. Sale of first mortgage bonds, developing standard design 
for local offices. Greeneville Service Center renovation. Long range 
system study, future power supply. Proposed office building at Indi- 
anola. Consulting services, system of accounts, State taxes, prelim- 
inary design from 115-kilovolt transmission line Delta Steam Electric 
Station to Rosedale; sale of preferred stock; retirement plan study. 
Cathodic production tests. 

it says not; above figures are services only and do not include re- 
imbursement for expenditures made for our account such as insurance 
premium, railroad, and airplane tickets. 

Mr. Davis. May I see that? 

Senator Kerauver. They do everything but lick the stamps, don’t 
they ¢ 

Mr. Srierenrotu. Yes. 

The CmatrMan. What is the average electric rate down there? 

Mr. Stierenroru. The average electric rate, Senator—what kind 
of usage, would you say? 

The Cuairman. For lighting homes. 

Mr. Strerenrorn. Well, the average kilowatt-hour rate, Senator, 
don’t let me answer that—it gets down to fractional parts of a cent 
and when you multiply that by billions of kilowatt-hours, those frac- 
tionals are important, and I would prefer to answer that at a later 
time, after I have looked it up. 

Mr. Davis. May we have this marked as an exhibit and introduced in 
evidence ¢ 

The Cuarrman. It will be so marked. (See exhibit 13, appendix, 
p. 740.) 

Will you show where your own light rate is on that exhibit? 

Mr Srrerenrorn. It shows steps of the rate. 

The Cnatrman. Could you tell us approximately / 

Mr. Srrerenrorn. Senator, you understand our rate has several steps 
in it, and it has some energy that is included in, say for the $1.50 
minimum it may have 15 kilowatt-hours included in there, so that that 
first block is 10 cents per kilowatt-hour, and then you come down to 
another block and then another block, and you are asking me a question 
that is that tedious that I should prefer to put a rate ‘schedule right 
down here before me. 

The Cuarmman. We will adjourn for 5 minutes. 

(Whereupon, there was a 5-minute recess. ) 

The Cuarrman. You may proceed, Mr. Davis. 
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Mr. Davis. Now, Mr. Stietenroth, you have given us some inkling 
f the kind of services performed by Ebasco for Mississippi Power & 
eht. Can you tell us approximately — much was paid for these 

rvices to Ebasco for, say, the past year or the past 2 years or any 
neriod of time? 

Mr. Srrerenroru. I have this record here for an 18-month period 

d the total for all of the services during this 18-month period was 
41,162,918.49 with the footnote that it did not include reimbursement 
of direct charges. 

Mr. Davis. Then Mississippi Power & Light for the services which 
you have told us about before, paid for this period of time to Ebasco 
the sum of $1,162,918.49. 

Chis amount was paid in a lump sum on a monthly or annual basis 
or is it broken down for various specific services in the various fields ¢ 

Mr. Srrerenroru. Yes, it is broken down according to this classifi- 
cation that I have read to you, and we pay Ebasco each month. In 

onnection with the construction work it is as the construction work 
progresses, they bill us for their fee on that, and then as to all of these 
other classifications, why they bill us for what I suppose to be—and 
have no idea what they truly bill us for—but what I — to be, 

is a the time that they devote to this type of work for 1 

Davis. Are Ebasco’s bills to the company itemized i services 
re dered ¢ 

Mr. Srrerenrotru. They are itemized according to the classification 
that I read off. 

Senator Kerauver. Just that general without being more specific. 

Mr. Srrerenrorn. Yes, sir; this is copied right off their bills, and in 
other words, here is technical rate consulting service for this iS 
months, it came to $16,405; and it is something every month through- 
out that 18-month period. 

Mr. Davis. Are there specific items such as wages for staff, 
materials, or supplies, or overhead ? 

Mr. Strerenrorn. I believe this was copied right directly from 
Ebaseo’s bills, according to their classifications, and I just see the bills 
so regularly, until I know that we do not get any billing on the basis 
of so much hours of work performed, or anything like that. 

Mr. Davis. Have you ever questioned any of these bills as treasurer 

\f Mississippi Power & Light ? 

Mr. Srierenroru. Well, sir, actually, except for fussing and fum- 
ng around about it a little bit, I never questioned an Ebasco bill 
because that is just unheard of and just ought not to be done, and I 
had that much sense. 

Mr. Davis. Would it do you any good if you did raise any question 
about these bills? 

Mr. Srrerenroru. It never has. I might add that I have talked to 
the president of our company, and told him how I personally approve 
the Ebasco company bill as to the items relating to my department. 
All IT do is just run down their list over here, and when I see taxes, 
which, incidentally, during this 18-month period, the income taxes, 
surtaxes, and excess- profits taxes amounted to $24,770.91. 

Now, you will recall that I have been saying that they had the tax 
business up there and not only do they look after our tax returns but 
they charged us during this 18-month period $24,770 for doing “it. 
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Now, in running my finger down this thing to find out which 
services I ought to put my initials by, I don’t even pay any attention 
. how much money there is because that doesn’t make any difference: 
but if it is taxes it ought to be initialed by me and it is initialed by 
me. In discussing it with some of my associates down there I would 
describe it in this sort of language about the w ay that the bills got 
approved, not only by me, but I know that the rest of them have no 
more idea than a bat what they are approving when they initial 
these Ebasco bills. I have likened it to this sort of a situation, that 
we just set out a barrel of money and let Ebasco take whatever they 
consider to be fair. 

Mr. Davis. You testified that during the 18 months’ period repre- 
sented by the exhibit from which you read, the barrel contained 
$1,162,000 ; is that correct. 

Mr. Srierenroru. That is how much they were paid during this 
period. 

Mr. Davis. Did you not have any misgivings about such a large 
sum of money being paid out for services without a more accurate 
itemization and more careful survey and accounting ¢ 

Mr. Srierenrorn. Well, Mr. Davis, you keep coming back and 
asking me and I have told you that all I do is just initial the Ebasco 
bills as it relates to my department; and they are paid, and that 
is all there is to it. 

Mr. Davis. All right, Mr. Stietenroth. Let me ask you this: Who 
orders these services that you have referred to? 

Mr. Srierenrotu. I think that you will find that the company 
officers, some of them, and perhaps I have ordered some of them, and 
I don’t remember. 

Ebasco would fix up a form and send it down there and I would 
sign it and send it back to them and keep a copy; and then they would 
start billing us under that order. And then I never paid any atten- 
tion to whether or not we wanted to quit buying that particular serv- 
ice. If they ever quit billing us, they just quit billing us, and that 
is all there would be to it. 

Mr. Davis. Have you ever ordered similar services from any other 
service company ? 

Mr. Strerenroru. No, sir. 

Mr. Davis. Is there any other service company, by the way, that 
will perform similar services for utilities ? 

Mr. Strerenrornu. Yes; I think the Southern Co. has one. 

Mr. Davis. How many such service companies are there in the 
utility business ? 

Mr. Strerenroru. I can’t answer that. 

Mr. Davis. Can you give us any information at all as to how many 
companies Ebasco performs these services for similar to Mississippi ! 

Mr. Stierenrorn. Well, they perform services for Alabama— 
heaven forbid, that is a southern company—no, but. they perform 
that I know of for Arkansas Power & Light, Louisiana Power & Light, 
New Orleans Public Service, and Mississippi Power & Light, and in 
general Ebasco Services, Inc., is performing services for a great many, 
if not most of what used to be the old bond and share c ompanies. 

But I don’t think that it has maintained across the board, because I 
have heard that some of the companies that have been broken off by 
themselves, that is coming out of any holding company group, then 
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they do just on a basis of what they think is suitable and proper, they 
may buy some of Ebasco’s services. I don’t want anything that I am 
saying now to be any suggestion that Ebasco is not made up of people 

th a great deal of competence and experience. As a matter of fact 
they are so competent, and so experienced that they just simply sort 
of smother us. 

Mr. Davis. Well, does anyone suggest to the officers of Mississippi 
Power & Light that they order these services from Ebasco, and if so 
who ¢ 

Mr. Srrerenroru. Well, I don’t know that the words have ever 
been said, and I just can’t recall an occasion, but here is a new order 
that says sale of preferred stock. And that is something that came 
up here quite recently. And that is just as automatic as the sun 

ming up. If we are going to refund or exchange the $6 preferred 
stock, then Ebasco is going to participate in it, and Reid and Priest 
s going to participate in it and Middle South is going to participate 

it, and Haskins and Sells is going to participate in it, and the com- 
pany will also participate in it. That is just an understanding that 
it never is done any other way. 

Mr. Davis. What do you think would happen if you attempted to 
order the services of another company, say a Mississippi firm of ac- 
countants, to take care of Mississippi tax returns ? 

Mr. Srrerenrorn. If I had ordered it on, we will say, August 22, 

hen I was still in fairly good standing down there, I wouldn’t have 
been fired on September 22; I would have been fired on August 22. 

Mr. Davis. Fired by Middle South ? 

Mr. Srierenrorn. Well, Middle South can’t fire me according to 
the form of the corporate setup, but the suggestion would undoubtedly 
be made to our board of directors that I was an undesirable character, 
and I would be thrown out. 

Mr. Davis. Does Middle South have any connection with Ebasco to 
your knowledge? 

Mr. Strerenroru. Financial connection, you mean ? 

Mr. Davis. Yes; financial or business connection. 

Mr. Stierenrorn. They are both at 2 Rector Street, New York, and 
I don’t know of any financial connection, and if I did they couldn’t 
charge us any profit. 

Mr. Davis. Does Ebasco perform similar services to your knowledge 
for Middle South Utilities? 

Mr. Strrerenroru. Yes, it does, and it performs services, I am sure 
that there is tax service. And like in this registration statement of 
175,000 shares pending before the Commission, the SEC, they perform 
services in that; and how many other occasions I wouldn’t know. 

Mr. Davis. You testified before that Ebasco really performs a 
policing function. Can you tell us for whom they are policing, and 
how they police? 

Mr. Srrerenrotu. Well, what I meant to say in that case, for in- 
stance, is that here is technical rate consulting service, for which in 
these 18 months we paid $18,405. Well, Mississippi Power & Light 
Co. wouldn’t any more touch its rates than I would get up on top of 
a 50-story building and jump off, without the suggestion having come 
down. That is my opinion about it. 

Let me narrow that just a little bit. If there was some very unim- 
portant and immaterial change in rates, why we might undertake that 


e 
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locally. But, for instance, Mr. Blugman of Ebasco is a rate con 
sultant, and he visits our offices fairly regularly and advises with our 
rate people, and he follows us as you can see here, pretty regularly. 
He got $500, $1,400, $2.056, and $1,660, and $597, and $907, and $1,016; 
and without reading a lot more they are all typical across the board. 

So I would say that Mr. Blugman initiates his own ideas about what 
services we need in a rate connection. Then he conveys the idea to us 
that we need that service. We decide that we do need that service. 

Mr. Davis. Who at Ebasco is primarily charged with the responsi- 
bility of overseeing the relationship between E basco and Mississippi / 
Is there such a person ? 

Mr. Srierenroru. Yes; we havea service here called services of gen 
eneral consultants, and the amount of that is $30,268 for this 18-month 
period. 

Now, without knowing it at all, I would imagine that Mr. Tony Seal 
is charged against the company. 

Mr. Davis. Is that Tony Seal ? 

Mr. Strerenroru. Yes, sir. 

Mr. Davis. He is an officer of Ebasco? 

Mr. Strerenrorn. I believe he is, and I think Tony is a vice presi- 
dent of Esbasco. Iam reasonably sure. 

Mr. Davis. Anyone else in Ebasco who is primarily concerned with 
the affairs of Mississippi ? 

Mr. Strierenrori. You mean in all of these services ¢ 

Mr. Davis. Are there any other officials of Ebasco who seem to con 
cern themselves primarily with the affairs of Mississippi Power & 
Light ? 

Mr. Srierenroru. No; I don’t know whether I am answering your 
question correctly. For instance, right recently Mr. Harold Scaff 
was down there and visited with us and he is also a vice president of 
Ebasco, but I wouldn’t say that he is primarily and directly concerned. 
He is sort of an overall supervisor, whereas Mr. Seal seems to be closer 
related to Mississippi, Arkansas, Louisiana, and New Orleans com- 
panies. 

Mr. Davis. Mr. Stietenroth, could Mississippi Power & Light 
adequately perform these services for itself with its own staff? 

Mr. Strerenroru. We could not with our own staff, as of today, be- 
cause we are in a dependent situation, as to a number of these services. 

Mr. Davis. Well, suppose the staff were expanded, would Mississippi 
Power & Light be able to take on these functions on its own ? 

Mr. Strerenroru. | would say that we could for either all or most of 
these services, if we were adequately staffed, and if we had that sort of 
a setup. I would express an opinion that we could do it for the 
amount of money that we are now paying out to Ebasco, and that we 
would not be dependent chawe ifter, and that the whole business would 
have a flavor of home-managed much more than it has as of now. 

Mr. Davis. You stated the other day at one of our hearings that 
Ebasco builds the Mississippi Power & Light Co. in a different form 
than in the old holding company days, but the results are the same. Do 
you recollect that testimony ? 

Mr. Srrerenrorn. Yes; I recollect the testimony. What I said was 
that Bond and Share at that time, their organization, was render- 
ing a long list of services to these operating companies prior to the 
Holding Company Act of 1935. 
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rhen, subsequent to that—and they charged us, and I want to get 
hat in, they charged us a fee that was just simply a percentage of the 
ross revenue, and as | described it, it was a sort of a gross sales tax. 
Now, after 1935 then it was said that the most vicious device that has 
er been cooked up should be stopped. Now here is what made me 
ike that statement. Back in the 74th Congress, according to this 
hotostat that I have here, that comes out of SEC service of Prentiss 
Hall, they quote. 

Mr. Davis. What page is that you are reading from? 

Mr. Strerenrotu. This is page 15703 and it says here that— 
this section is designed to protect public utility companies against a tribute 
eretofore exacted from them in the performance of service, sales, and con- 
truction contracts by their holding companies and by servicing construction 
ind other companies controlled by their holding companies. Such contracts 
when made freely and openly by the parties dealing at arm’s length are subject 
o the checks incident to competitive systems, but when dictated by holding 
companies sitting on both sides of the transaction are one of the most abused 
levices of the public utility holding company system. 

Now, I do not testify and I have not testified that Middle South 
and Ebasco Services are brothers and sisters or in the same corporate 
family. But what I have said is that Middle South is able to police 
ind control these operating companies down there by suggesting to 
the operating companies that they buy these services from this sepa- 
rate corporation, 

Senator Kerauver. That is Ebasco? 

Mr. Srierenroru. Yes; Ebasco. 

Mr. Davis. This is paragraph 16335.1 on page 15703 of Prentiss 
Hall Securities Regulation Services. 

The Cuarrman. That will be made a part of the record. 

Mr. Davis. Do the expenditures for Ebasco services on the part of 
Mississippi represent a real economy for the company ¢ 

Mr. Srierenrotu. I do not think so; no, sir. 

Mr. Davis. Do you think the charges are excessive or extravagant ? 

Mr. Srrerenroru. I have often wondered if we aren’t charged with 
services that might even be rendered to the holding company, but 
I am on the witness stand and I am wondering now. 

Mr. Davis. I wouldn’t want you to say unless you know. 

Mr. Srierenrotu. I don’t know. 

Mr. Davis. Does Ebasco render any legal services as such ? 

Mr. Srrerenrotu. No; Ebasco does not render legal services. 

Mr. Davis. Who renders legal services to the company, to Missis- 
sippi? 

Mr. Srrerenroru. In Mississippi? 

Mr. Davis. Who represents or who is the general counsel of Missis- 
sipyi Power & Light? 

Mr. Srirrenroru. Mr. Garner W. Green, of the firm of Green and 
Chaney in Jackson, Miss., is general counsel for the company. 

Mr. Davis. Do you have any other lawyers or how many lawyers 
does Mississippi Power & Light maintain or hire, or pay ¢ 

Mr. Srierenroru. Well, I don’t know how many, total. I know 
there must be—I had a list—there is bound to be at least 25 on that. 

Mr. Davis. Do you have that list? 

The CHAIRMAN, Do you mean you have 25 lawyers? 

Mr. Srrerenrorn. Twenty-five lawyers or firms of lawyers; yes, sir. 
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Mr. Davis. Is this in Mississippi or all over the country; in New 
York? 

Mr. Stierenrorn. Well, we retain Reid & Priest in New York. 

Mr. Davis. Are all of these lawyers on this list in Mississippi? 

Mr. Srierenrorn. Let me see. There is one Mississippi one. 

Mr. Davis. This is a list which you made yourself, sir? 

Mr. Srrerenrotru. Yes. 

Mr. Davis. From the records of the company ¢ 

Mr. Stierenrorn. Yes, sir, 

Mr. Davis. Was it made recently ? 

Mr. Srierenrorn. It was made in June of 1954, of our regular 
monthly payments to lawyers and a few miscellaneous payments. 

Mr. Davis. Can you tell us or give us the names of these lawyers, 
and what the regular monthly payments are, and also where they are 
located, please ¢ 

Mr. Srirerenrorn. All right. Hugh V. Wall, Brookhaven, $100 
a month; Farish, Keady & Campbell, Greenville, $100 a month; 
Wynn, Hafter, Lake & Tindall, Greenville, $150 a month; Ralph 
Avery, Jackson, $75; Creekmore & Creekmore, $75; Green, Green & 
Chaney, $1,158.33—— 

Senator Keravuver. Is that a month? 

Mr. Strerenroru. Yes. 

Leon Hendrick, $25; Byrd, Ricketts & Wise, $300; Forest B. Jack- 
son, $350; H. V. Watkins, $50. Those were all in Jackson. 

Price & Price, Magnolia, Miss., $50; J. M. Alford, McComb, $40; 
McClure & McClure, Sardis, $100; Dent, Robinson & Ward, Vicks- 
burg, $100; W. J. Vallor, Vicksburg, $100; W. H. Fedrick, Grenada, 
$65; George Payne Cossar, Charleston, $50; Fred B. Smith, Ripley, 
$200: J. A. Wiltshire, Magnolia, $15; Reid & Priest, New York, $300. 

And Thomas & Morten, Senatobia, Miss.—this is legal fees July 
1954-July 1955, $500. 

George B. Grubbs, Mendenhall, attorney’s fees, $250. 

Now, those I know about, Mr. Davis. ‘There may be others that 
I don’t know about. 

Mr. Davis. Then you would not say that that is a complete list, 
would you? 

Mr. Srrerenroru. No. 

Mr. Davis. You think there may be others, or at any rate, you 
do not know whether there are or are not others; is that correct, sir? 

Mr. Stierenrorn. This list was a regular recurring thing, except 
as to the last two, that we do every month. And I just picked out 
and I got the month of June 1954, and I am not certain at all that 
July would have all these on it but may have some others. So I 
would say that we will have all of these, and very probably others. 

Mr. Davis. There are twenty-some-odd lawyers or law firms on that 
list; is that correct? 

Mr. StrerenrotuH. That is right. 

Mr. Davis. Do you know how many law suits were pending against 
Mississippi Power & Light during the month of June? 

Mr. SrierenrorH. No; I don’t think that we have any law suits, 
all of our law suits are handled by either our office attorney or by 
Mr. Green, and occasionally one of these people will participate to 
some extent in a law suit but it is a rare occasion. 
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Mr. Davis. Can you enlighten the committee to any extent as to the 
services performed by these various lawyers for Mississippi Power 
& Light? 

Mr. Stierenroru. Well, these are all local people, and people with 
some local influence, and some prestige locally, and it is very nice to 
have a local representation. 

Mr. Davis. Are these lawyers retained, in your opinion, as a former 
oflicer of the company, because of their local influence and standing 
und prestige ¢ 

Mr. Srivrenrorn. Well, I can only answer that, sir, in this way 
It ison the rarest occasion that they render any service such as draw- 
ing a contract or defending a law suit. 

Mr. Davis. You were the secretary-treasurer of this company for 
a long period of time. Would you know or be familiar with any 
services performed if they did perform services ¢ 

You would have heard about it, would you not, sir? 

Mr. Strerenroru. I think that I would have known what generally 
went around the company, if they had rendered us any service. 

Mr. Davis. Is it fair to say that the principal value to the company 
of these retainers was not primarily the legal services which were ren- 
dered in return ¢ 

Mr. Srierenrorn. I think that that is a fair statement. 

Mr. Davis. Can you tell us how the local influence and prestige of 
these lawyers might be useful to the company, or ever was useful to 
the company ¢ 

Mr. Srierenrornu. Well, actually, some of them, I don’t think that 
they are even doing much for us at all. 

Mr. Davis. But they are kept on the company payroll? 

Mr. Srrerenrorn. That is right. 

Mr. Davis. Even though they: do not do very much for the company ? 

Mr. Srierenrorn. That is right. 

Mr. Davis. And they are men of local influence or position or 
prestige ¢ 

Mr. StrerenrornH. Yes; all of these are. 

Mr. Davis. Do you know whether any of these men are members of 
the State legislature ¢ 

Mr. Srierenroru. I don’t know, I don’t see any of them there, 
Mr. Winn is a director of the company, and it is only $150 a month, 
though, and I don’t think that it would make much difference to him 
whether he got that or not. He is also a director of Middle South, and 
every time we file a registration statement, we have to disclose that 
small $1,800 a year payment to Mr. Winn, over and above his director’s 
fees. 

Mr. Davis. Let me see if I have this straight, Mr. Stietenroth. Mis- 
sissippi Power & Light operates within the confines of the State of 
Mississippi; is that right ? 

Mr. Srierenroru. Yes. 

Mr. Davis. It does not operate in other States, does it ? 

Mr. Srrerenroru. No. 

Mr. Davis. And its operations do not cover the entire State of 
Mississippi ¢ 

Mr. Srierenroru. That is correct. 

Mr. Davis. And yet Mississippi Power & Light has on its payroll 
some twenty-odd lawyers? 
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Mr. Srierenrorn. That is correct. 

Mr. Davis. At least insofar as your list would indicate, and that is 
nota complete list ; is that correct ¢ 

Mr. Srierenrornu. That is right. 

The Cratrman. How many of those live in Jackson? That is the 
capital of the State. 

Mr. Strerenroru. There are seven of them in Jackson. 

Mr. Davis. And the rest are scattered throughout the State; is that 
correct ¢ 

Mr. Srierenrorn. That is right. 

Mr. Davis. Do any of them live in areas of the State which are not 
served by Mississippi Power & Light ? 

Mr. Srrerenrorn. Yes; Mr. Fred B. Smith lives at Ripley, Miss., 
and Ripley is up in the northeast Mississippi, which is served by the 
TVA area. 

Mr. Davis. Are there any others besides Mr. Smith, or is he the 
only one? 

Mr. Stierenrorn. You mean within the State / 

Mr. Davis. Who live outside of the service area of Mississippi 
Power & Light ¢ 

Mr. Srrerenroru. Then there is Reid and Priest of New York. 

Mr. Davis. Are there any others? 

Mr. Srrerenroru. That is all. 

Mr. Davis. Outside of Mr. Smith, and Reid and Priest, New York 
counsel, all of these attorneys are scattered throughout that part of 
the State which is served by Mississippi Power & Light; is that 
correct ¢ 

Mr. Srrerenrorn. That is correct. 

Mr. Davis. And you cannot tell us what legal services have been 
performed by these people, can you ? 

Mr. Srrerenroru. I cannot. 

Mr. Davis. As a matter of fact, you do not know of any legal serv- 
ices performed by them, do you ¢ 

Mr. Stierenrorn. Only on the rarest occasion, and even then they 
got a fee for it. 

Mr. Davis. You mean they got an additional fee when they per- 
formed legal services ¢ 

Mr. Strierenroru. Yes; this is the retainer. 

Mr. Davis. Then, when the individuals on this list or the firms 
on this list performed legal services of any substance, they were paid 
additional fees; is that correct ? 

Mr. Strerenrorn. Oh, yes. 

Senator Kerauver. Who selected Reid and Priest, your New York 
lawvers ? 

Mr. Srierenrorn. I can’t answer that, Senator. They have been 
doing New York legal work for Mississippi Power & Light Co. away 
back there, and, as a matter of fact, some of the old, old contracts 
that I ran over in doing the original cost restudy work for Federal 
Power Commission, they had a Mr. W. W. Staplin who acted as an 
intermediary, back in 1927 and prior, for some properties. 

Senator Kerauver. Do they also represent Middle South? 

Mr. Srrerenroru. I don’t know. I think that Mr. James’ firm is 
their principal counsel, however I have sat in a meeting and the Reid 
and Priest man would be discussing the common problems of all of 
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is, and I felt that if he represented me, he must also represent Middle 
South. Now, I do not know whether he gets any pay for it or not. 

Senator Krrauver. But you felt that from his attitude he was also 
representing Middle South, as well as you? 

Mr. Srivrenrotnu. Just the whole conversation, and to come to a 
specific thing, this transfer of $1,072,000, Mr. Flowers would discuss 
ll of the problems with us, including Middle South, as if it was just 
, common problem of everybody. 

Senator Kerauver. You had the feeling that he was primarily 

oking after Middle South interests rather than Mississippi Power & 
Light ? 

Mr. Srrerenrorn. I think every one of the New York folks had 
igreed before I ever got into the room, that they were going to ac- 
omplish as to Mississippi Power & Light Co. a certain result, and 

verybody was digging for that result, and I was resisting it as hard 

; I could do it. 

Senator Keravuver. I wanted to ask something else about Ebasco. 
Mr. Stietenroth, do you remember how much over a period of 18 
months you would ordinarily pay the old Electric Bond & Share— 

ww much their percentage would be back before the Holding Com 
pany Act was passed ¢ 

Mr. Svrerenrorn. You are trying to get some comparison ¢ 

Senator Krerauver. Yes. 

Mr. Strerenrotu. I would not think that any figures that I might 
have, which I do not have any, could have any comparison whatso- 
ever, because we are a much larger company now than we used to be. 

\dditionally, you may pick off a period when there is a lot of con- 
truction and a limited amount of construction, and therefore any 
direct comparison of payments to Ebasco for any long period of time 
like that would not be any comparison. 

= nator Kerauver. I was trying to establish whether or not by way 

f payment of services they are getting just about the same amount 
as they used to secure by levying a percentage of gross sales. 

Mr. StrerenrorH. You mean if you would take the amount we do 
pay them and divide it back into our revenue and if it would come out 
with the same percentage that they used to assess us? 

Senator Krrauver. That is substantially right. 

Mr. Stretenrotn. I cannot answer it, but it would be an interesting 
figure, though, but I do not have it. And I have not computed it. 

Senator Kerauver. This Ebasco operation as a matter of fact. does 
re ber this service for substantially every operating company that 

is under the old Electric Bond & Share? 

“ie SrirtenrorH. That is my understanding, sir. 

Senator Krravver. And Ebasco is made up of the old personnel 
of Klectrie Bond & Share carried on in Ebasco; is that not true? 

Mr. Srterenrorn. That is my understanding basically. Of course, 

a lot of years have gone by. 

Senator Krrauver. And there used to be in Electric Bond & Share, 
in one of the holding companies, a Mr. Gill, and he passed away and 
someone else came on. 

Mr. Srirerenroru. Mr. Gill was president of Electric Power & 
Light Corp. and Mr. Edgar Dixon is now president of Middle South 
Utilities. 
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Senator Krrauver. So that substantially what was done by the 
Holding Company Act was to change the form a little bit. You still 
have Electric Bond & Share on your back, but the only difference is 
that —— oe paying them a percentage you now pay them in services 
what they ask for; is that substantially it? 

Mr. Sie rEnroTH. Well, we have Electric Bond & Share through 
its wholly owned subsidiary, but I truly believe that most of the 
policies come from Middle South rather than Electric Bond & Share. 

Senator Krrauver. Of course, in the old day . most of the policies 
came not from Electric Bond & Share but from Electric Power & 
Light Corp., did they not ¢ 

Mr. Strerenroru. Yes, sir. 

Senator Keravver. So now you have Middle South Utilities in place 
of Electric Power & Light Corp. and the same people under a different 
Hamme 5 that not correct ? 

Mr. Sr reNkoTH. That is generally true; yes, sir. 

Senator Keravver. And you have Ebasco in place of Electric Bond 
& Share, the same people under a different name, with a little different 
method of payment ? 

Mr. Srrerenrornu. That is correct. 

Senator Krerauver. But the general line of control and the general 
method of squeezing Mississippi Power & Light is all the same? 

Mr. Strerenroru. That is what I have said, sir, and that is what 
I truly believe to be so. 

Senator Kerauver. Now, this Ebasco operates in many parts of the 
United States, and it is the management company for Idaho Power & 
Light and in its Hells Canyon operation, is it not ? 

Mr. Strrerenrorn. I cannot answer that directly, sir, and I don’t 
know, but I do know they have a great many clients throughout the 
United States. 

Senator Kerauver. And generally these clients are the ones who 
were in the Electric Bond & Share group originally ?¢ 

Mr. Srrerenrorn. Basically that is what they still have in the way 
of business. They have lost some and took on some more, even unre- 
lated business. 

Senator Keravver. You know that Ebasco did the job up at Joppa 
steam plant, across the river from Paducah, Ky., did you not? 

Mr. Srirerenroru. I knew that they started it, sir. 

Senator Kerauver. And that was the steam plant that was built 
by Electric Energy, Inc., was it not? 

Mr. Srrerenrorn. Yes, sir. 

Senator Krerauver. And Ebasco was in on that as the managing 
contractor or whatever it might be, the agent, and they made a terrible 
flop of it, did they not ? 

Mr. Srirrenrorn. Yes, sir; and, as I understood it, and I wasn’t 
very close to it, but, of course, we get news down in Mississippi even, 
and some folks described the Joppa plant, I believe. 

Senator Krrauver. Ebasco fiasco ? 

Mr. Srrerenrorn. That is what I have heard it called, and after it 
developed, it seemed that they first said that we will build this plant 
for so many millions, or hundreds of millions, I forget the figure, and 
before they ever got the estimate made it became obvious that it was 
going to be so many more millions of dollars, but before they could 
ever get that typed up, it became obvious that it was going to be some 
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more millions of dollars, and after going along with that, this is a very 
peneralined repeat of something that I believe Mr. Dixon told our 
board of directors, that after it went so far that it just seemed that 
they were going to have to call a halt and put somebody else in to 
comple te the job, which was done. 

Senator Kerauver. And Ebasco was taken out of the contract, and 
somebody else had to be put into complete the job, is that not true ¢ 

Mr. StrerenrorH. That is my understanding, sir. 

Senator Kerauver. And their job was very unsatisfactory and it 
cost a tremendous amount of money and they were also far behind 
their schedule, is that not correct ? 

Mr. Srizrenrorn. That is my understanding. 

Senator Kerauver. Do you know whether in this Dixon- Yates 
contract Ebasco is going to be the agent or the operator to build the 
steam plant in West Memphis ¢ 

Mr. Stierenroru. I am trying to think if there was anything that I 
have read that suggestion that that is definitely so. I can’t remember. 

Senator Kerauver. You have a copy of the contract around here 
somewhere, do you not / 

Mr. StteTenrotH. Somewhere. 

Senator Kerauver. Will you look it over, and read it, and see 
whether Ebasco is going to be the one who does the job at Memp his 
like they did up at Paducah ? 

Mr. StrerenrotH. Well, I will be very happy to do it and if Ebasco 
doesn’t do the job, I will be surprised. 

Senator Kerauver. You would think from the way of the tie-in 
between Mid-South Utilities, and Ebasco, that Mid-South Utilities, 
if they are going to be in this operation with 80 percent of the invest- 
ment, that certainly they would have to have Ebasco as their contrac- 
tual agent. 

Mr. Strerenrotn. Well, Ebasco has constructed all of the generation 
in these tristate areas down there, and it would certainly seem to me 
to follow that it would be just another generating station, that would 
be assigned to Ebasco to do. 

Senator Keravuver. In view of the very poor and extravagant rec- 
ord both from the viewpoint of the moneys squandered, and the time 
schedules, which was not kept up by Ebasco at its Joppa plant, would 
you not think this would be a matter of great public interest to the 
Government as to whether Ebasco was going to be the contracting 
agent, at the West Memphis plant ? 

Mr. Stietenrorn. I would think that it would be a matter of great 
publie concern, and as a citizen and a taxpayer I will express my 
personal concern. 

Senator Kerauver. Your concern would be as a citizen and tax- 
payer that if Ebasco was going to do the job, that it would be a very 
expensive job in view of their past performances ? 

Mr. Stierenrotn. Yes, sir, I will say that. 

Senator Krravver. You will try to enlighten the committee as to 
whether you have the contract, and whether you can find one, and 
as to what. information there is about Ebasco in this contract? 

Mr. Strerenrorn. I will be glad to do it. 

Senator Kerauver. Mr. Chairman, I wonder if there is any other 
method we can find out whether Ebasco is going to be contemplated 
that they would be the contracting officer, and I think that this is 
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certainly going to be evidence of bad mismanagement if the Govern- 
ment goes into this contract with Ebasco, in the face of their record 
at the Joppa plant. 

The Cuairman. I think, Senator, we will be able to find out every- 
thing we want to find out before we get through with this hearing. 

Senator Krravver. I trust so, and I am gl: ad to hear our distin- 
guished chairman express such determination, because I think it is 
going to take a lot of determination to find out all we want to know 
before this hearing is over. 

The Cuarrman. I do not want the Senavor to feel pessimistic be- 
cause I am a great optimist. 

Senator Kerauver. I see the Senator certainly is. I think we have 
not had very much to give the Senator optimism in getting informa- 
tion from the Government about this contract. 

The CrarrMan. I just want to say to my friend, I had one of these 
investigations when I was Governor of North Dakota, where this 
Insull outfit was that you have been referring to, and when we got 
through, they volunt: arily reduced their rates from 7 cents to 1 cent, 
and so I think I have reason for my optimism. 

Senator Kerauver. I hope we can have some similar experience 
here. I hope that our investigation can go on, Mr. Chairman, until 
we can get at the bottom of this whole problem, because it certainly 
indicates that these companies are right back to the same old 
obnoxious highjacking tactics that they followed before the Holding 
Company Act was passed. And I think that the people are entitled 
to know about it, and I think that it is outrageous that the United 
States Government would deal with a group of companies with the 
record which has been shown by this hearing to date. 

The Cuamman. I think the committee is very fortunate in having 
a man of the fine character of Mr. Stietenroth, a man of his knowl- 
edge and of his apparent honesty, and his frankness, and openness, 
and the fact that he can substantiate every statement he makes by the 
records. He knows the dates and the people he had conversations 
with, and the time that he had them. I think it is quite evident too and 
will be evident. to members of this committee when they read the 
record that he certainly has been an outstanding witness, and one 
of the best that has ever been my good fortune to have before me as 
a member of any committee. 

Senator Kerauver. And if good men like Mr. Stietenroth were not 
willing to render a great public service, these corrupt practices might 

go on tor years and years and not be known. 

The Cuamman. Mr. Stietenroth, did not the company, I wonder, 
ever recognize you in any way! Did they give you a medal for 
rendering good service or published any statements or give you a 
medal or anything of that kind / 

Mr. Srietenroru. Well, as late as June of 1954, the company with- 
out my knowledge in advance, I understand this was read and ap- 
proved by Mr. Rex Brown, now chairman of the board, and then presi- 
_ nt, and this is just one occasion, and a most recent one wherein I was 

liscussed in company publications. 

Mr. Davis. What publication is that, sir? May I read this into the 
record ¢ 

This is the Mississippi Power & Light Co. News, published monthly 
by and for company employees. That is the legend on one side of this 
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leading and on the other side is the legend, “Government in any 
business is socialism,” and on the front page, there is a 2-column spread, 
and this is volume 19, No. 6, dated Jackson, Miss., June 1954. 

The Cuarrman. I will be interested in what they had to say about 
the witness. 

Mr. Davis. There is a picture of Mr. Stietenroth here on the front 
page, and there is a 2-column article on this 5-column paper, and the 
title is “Meet Your Directors.” 


Our series of ““Meet Your Directors” would not be complete without the name 
of James D. Stietenroth, Jackson, secretary and treasurer of Mississippi Power & 
Ligut Co., a veteran employee with 26 years of service. Acting in the capacity of 
officer-adviser, and nct as a director, he has regularly attended meetings of the 
board, 

Jim Stietenroth was born in Natchez, Miss., on January 28, 1904, the son of 
James Fields and Leoti (Wuiite) Stietenroth. 

Unable to go to college because of financial difficulties but ambitious from the 
start, he was employed as a young lad as chief clerk with the company in 1928. 
Days and nights were spent studying and taking advantage of corre: pondence 
courses and attending night school until today he is one of the country’s best 
technically trained self-educated men. He has a diploma in higher accountancy, 
electricity, radio engineering, a bachelor of laws degree, and has qualified as a 
certified public accounting and a prefessional engineer. He has the distinction 
of being the only cne not holding a college degree to pass the very rigid profes- 
sional engineer examination. 

He and Hazel Sharkey of Amite, La., were married in 1924, and from this 
union are two children. Mrs. Ralph M. Garrard is at the present time a house- 
wife in Jackson, and James Conrad Stietenroth is a student at Millsaps College. 

Having had experience in collecting and selling with his previous employer, 
Metropolitan L’fe Insurance Co., Mr. Stietenroth was promoted to manager of 
credits and collections in 1931. At that time Mississippi Power & Light Co. was 
facing its da: kest days, finding it increasingly difficult to meet payrolls because 
of the staggering amount of unpaid accounts on the books. Nnergetic, deter- 
mined and persistent, Jim Stietenroth personally talked to delinquent customers 
all over the property, arranging payment agreements, and collecting what could 
he collected to meet company obligations. It was a time when the family budget 
was spread very thin. 

As a resu't of his splendid work, Mr. Stietenroth was made traveling auditor 
in 1935, treasurer in 1937, treasurer and assistant secretary in 1944, and secretary 
and treasurer in 1952. 

During World War II he served as treasurer of the Mississippi war fund 
drive, and from 19'3—45 as an instructor of accounting in Mississippi State Col- 
lege’s engineerinz, science, and management war-training extension program 
at Millsaps Colleze. 

He is very active in his community, having served as a past president of the 
Jackson Community Chest and given long service on its budget and quota com- 
mittee. He is a past chairman of the American Red Cross and Home Service. 

Mr. Stietenroth is a member of St. Andrews Episcopal Church and affiliated 
with American Institute of Accountants, Controllers Institute of America, Mis- 
sissippi Society of Certified Public Accountants. 

Talented in many ways, he was once so clever as a magician that the demand 
on his time was so pressing for performances that he took up radio work as a 
hobby in self defense. He built an elaborate ham radio station and devoted 
his leisure time to it for many years. It has now been turned over to his son, 
Conrad, who, like his dad, finds it an interesting hobby. 

Honesty and hard work have been Mr. Stietenroth’s watchwords throughout 
life, and his fairness, as employee and employer, is well known to all. 


The CuatrmMan. Thank you. 

Senator Kerauver. May I ask just 1 or 2 questions about Ebasco ? 
Now, Ebasco has its address at No. 2 Rector Street ? 

Mr. Srierenrorn. Yes, sir. 

Senator Kerauver. And Mid-South Utilities has its address at No. 
2 Rector Street ? 
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Mr. Srierenrotn. Yes, sir. 

Senator Kerauver. Reid and Priest are at No. 2 Rector Street? 

Mr. Srirrenrorn. Yes. 

Senator Kerauver. And where is Haskins & Sells? 

Mr. Srierenroru. They have an office at No. 2 Rector Street, 
also. 

Senator Krerauver. Are these offices all together up there? You 
have been up there; have you not ¢ 

Mr. Srivrenrorn. Well, I have been up there many times, and it is 
a 26-story building. 

Senator Keravver. When you go from Ebasco to Mid-South Utili- 
ties, how do you go; are they near by ? 

Mr. Srierenroru. Well, it is all in one building, 26 stories high, 
and Ebasco has the largest area. Now, Middle South Utilities has 
all or most of the 23d floor, however, there may be some Bond & Share 
or Ebasco people on the same floor. 

Senator Kerauver. Electric Bond & Share is in the same build 
ing, too? 

Mr. Srrerenrorn. Electric Bond & Share is in the same building, 
too. 

Senator Krrauver. And the whole works are all at No. 2 Rector 
Street ¢ 

Mr. Srrerenroru. Which is just across the way from No. 1 Wall 
Street. 

Senator Krravver. Who are the officers of this Ebasco company: 
do you know ? 

Mr. Strerenroru. I would have to get a list. There are so many 
of them until I wouldn’t undertake to just answer that, and I would 
not get enough of them to count. 

The CuatrmMan. You can get that for us tomorow. 

Senator Krravver. Do you know whether there are any duplicating 
officers between Middle South Utilities and Ebasco ?/ 

Mr. Srierenrornm. No, sir; I don’t know whether there are any 
duplicating ones. This information that you have asked for is on file 
with the SEC, and undoubtedly with FPC. 

Senator Keravuver. I just thought you might know. When you go 
up for conferences, in New York, in which office are the conferences 
held, usually? Is it Ebasco, or Middle South, or Reid & Priest, or 
Haskins & Sells, at No. 2 Rector Street? 

Mr. Srierenrorn. Well, sometimes they are in all of them. I 
usually go up there and Mr. Seal, Mr. T. G. Seal, whom I believe is 
a vice president of Ebasco has an adjoining room, a very nice room, 
and I always know that I can go there, and have room space, and a 
place to hang up my hat, and that is sort of my headquarters. Then 
about the next thing that I normally do is to present myself to Mr. 
Harold Sanders, who is secretary-treasurer of Middle-South Utili- 
ties, and then the next thing that I normally do, if I am on a financing 
transaction, is to go to Reid & Priest’s office, and Mr. Sigmund Bar- 
ber has handled the law work on such matters. That has been done 
for some years. 
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Senator Keravver. When you go up to New York to see about some 
USINeSS, who usually asks you to come ¢ Is it basco or Middle South ? 

Mr. Srrerenrorn. I do not think that I have gone up there or I 
ont have any recollection on cases of Ebasco. It is always Middle 
South. When I tell you that we had this big room full of people 

ere, and I had gone to my hotel on Friday and it was Monday 

ring before I realized that they were voing to have this big con 
ference, one of the things that came out of the meeting was that one 
of the treasurers that was there, bright and early Monday morning, 
ad been on his vacation but whenever he is told to come to New 
York, his vacation abruptly stopped, and he was there. 

Senator Keravuver. ‘hat is all. 

Phe CnatrmMan. We will adjourn until 10 o’clock tomorrow 
morning. 

(Whereupon, at 5:15 p. m., the committee recessed to reconvene 
t10a.m.. W ednesday, October 6, 1954.) 
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WEDNESDAY, OCTOBER 6, 1954 


Unirep States SENATE, 
SUBCOMMITTEE ON MonopoL_y AND ANTITRUST 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 


The subcommittee met at 10 a. m., pursuant to recess, in room 424 
of the Senate Office Building, Senator William Langer (chairman) 
presiding. 

Present: Senators Langer (presiding), and Kefauver. 

Present also: Senator Butler. 

Present also: Mr. Sidney Davis, counsel to the subcommittee. 

The Cuatrman, The meeting will come to order. 

We will proceed, Mr. Davis. 

Senator Kerauver. Mr. Chairman, yesterday and on previous occa- 
sions the witness in his testimony has had some things to say which 
were critical of Ebasco and of Mid-South Utilities, and in my remarks 
and in my questions I have been critical of them also, and I know 
everyone on this committee whenever anything derogatory or critical 


is said of any person or corporation, or firm, we all want to give them 
a chance to be heard to answer anything that has been said about them. 

The chairman, I believe, at every meeting has stated if anybody 
wanted to be heard in answer to any critical remarks that have been 
made they would have an re tunity of being heard. I just hope that 


since the testimony yesterday the chairman would renew that invita- 
tion for anyone to be heard who feels that they have been misrepre- 
sented or the true picture has not been given with reference to them. 

The CuarrmMan. Senator, the invitation is still open. 

And we have asked Mr. Dixon and Mr. Yates to appear any time 
they want to, or their attorney, or any of them, under oath, who want 
to testify. The invitation is open to the SEC or to any agency of our 
Government, and it is open to anyone who has been c riticized here. 

All we ask is that they notify the chairman and give us time to 
arrange for their hearing, and they will be heard. 

Senator Keravver. I thank the chairman. 

The chairman has said that many times, but I just did not want 
anyone to be under any misapprehension about it. 

The Cuarrman. We will proceed, Mr. Davis. 


TESTIMONY OF J. D. STIETENROTH—Resumed 


Mr. Davis. Now, Mr. Stietenroth, I just want to clarify one point 
about your testimony yesterday. 

You were testifying at some length about Ebasco and the relation- 
ship of Mississippi Power & Light with Ebasco. Is it a correct state- 
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ment of your testimony to say that as far as the relations of Mississippi 
and Ebasco are concerned it was an Ebasco who dominated Missis- 
sippi in its relationship with it ? 

Is that correct ¢ 

Mr. Stierenroru. That is correct. 

Mr. Davis. Mississippi did not give the orders to Ebasco, but 
Icbasco gave the orders to M iSSISSIpp! - is that correct ? 

Mr. Srizrenroru. That is correct. 

Mr. Davis. They gave the orders and you followed them. Mis- 
sissIppl followed them. Is that correct? 

Mr. Srrerenrotu. That is right. 

Mr. Davis. Can you give us any further illustrations of that? 

Mr. STIETENROTH. Yes, 

This very recent occasion when a decision was made, as I understand 
it, by Middle South Utilities that we were to call or exchange the $6 
preferred stock, word came down that it was to be done, and ap- 
parently the same word was transmitted to Reid & Priest and to 
basco. that the transaction was in motion. 

Of course, almost immediately, I had occasion to talk to Reid & 
Priest. They had a complete background and understanding that 
we were already in the business of refunding or exchanging the pre 
ferred stock. And Ebasco prepared one of their usual orders which 
they sent down to us for discussion to have a job order number to 
which to make the charges. 

Among other things that was put in motion immediately, without 
asking any officer of Mississippi Power & Light C o., was that there 
was going to be a printing job done. And the printing job was esti 
mated by Ebasco, It is in a document that I ieee already turned in, 
Mississippi registration statement, wherein the printing was said to 
be $16,000. 

Well, I have no idea whether the printing was going to be $16,000, 
or $10,000, or $30,000. But Ebasco made some sort of a determina 
tion and just inserted that in the filing with the SEC. 

Now, the printing in each case with all of our financing in this 
printing of the registration statement, and other documents that are 
needful in connection with a financing transaction, have been printed 
by Pandick Press. 

Mr. Davis. Where are they located ? 

Mr. Stierenrorn. Pandick Press is located in New York City, just a 
block, we will say, from 2 Rector Street. Pandick Press, I have always 
said, is quite a remarkable institution, and T believe that when they 
give them work to do, they say to you “What do you want and when 
do you want it?” And they just assume that you have the money to 
pay for it. 

The bills run quite high. I couldn’t review them, and I know 
nothing about them, except that they are sent down there for pay- 
ment and we just pay them on the basis of Ebasco saying that they 
are due, 

Now, the Pandick Press are very nice people. I think they like 
me very much, and they like the officers of the other companies very 
much because they are so generous with theater tickets and such. 

On the last occasion that I was up, I didn’t accept it, but it was 
proposed to me that perhaps I should like to take a trip and that trip 
would be anywhere up in Maine or New Hampshire, or Canada, and 
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the tickets could be set up and the hotel bills would be payed, and 
just anything that I should like to do. 

I decided to stay home, at the hotel, I mean, and read. But these 
folks have been very generous to me, and I am sure it is because they 
like me, because I have never seen where they billed us, the Mississippi 
Power & Light Co., for theater tickets, as such. 

Now that is one illustration of wherein we pay bills on the basis 
of no knowledge on our part. 

Another illustration that is very concrete is the insurance depart- 
ment of Ebasco places a great deal of our insurance in this manner: 
They go to work and put the insurance under a binder, and they 
will write us a very nice letter, saying that they had done an excellant 
job on our behalf of getting this insurance, at such an attractive rate, 
and that they had taken the permission to go ahead and put it under 
binder, and would we please confirm it. We have always confirmed 
that which they suggested to us. 

Mr. Davis. With regard to the Pandick Press and the printing 
bill, did Mississippi Power & Light hire the Pandick Press to do its 
printing ? 

Mr. Strerenrorn. No, sir. 

Mr. Davis. They were hired by Ebasco; is that right? 

Mr. Strerenroru. I presume so; they weren’t hired by me. 

Mr. Davis. But Mississippi paid the bills, didn’t it 

Mr. Srierenrorn. Mississippi paid the bills. 

Mr. Davis. Did you get itemized bills? 

Mr. SrrerenrotH. Yes; we got some kind of itemized bills. I don’t 
remember what it was. But it seems to me like it was work on this 
document, work on that document, and work on another document. 

Mr. Davis. Did you ever question any of those bills? 

Mr. Srrerenroru. No, sir. 

Mr. Davis. Did you feel free to question any of those bills? 

Mr. Strerenroru. Well, no, 1 wouldn’t dare to question the paying 
of the printing bills, or anything else that Ebasco sent down there. 

Mr. Davis. You wouldn’t dare to question it; is that correct? 

Mr. Srrerenroru. Yes, sir. 

Mr. Davis. How about the insurance? You say that the insurance 
department of Ebasco ordered some insurance for you; is that correct ; 
without a binder? 

Mr. Strretenrorn. They would put it under a binder. And then 
they would write us and suggest that we soutien that we wanted to 
buy the insurance that was already under the binder. 

Mr. Davis. But had you ordered this i insurance ¢ 

Mr. Strrerenrorn. No, we had carried it in the past at their sug- 
gestion, and we would say it was up for renewal, or cancellation, or 
change, or whatever was appropriate, when the policy runs out. 

We are in a continuing business all the time. But they would go to 
work and anticipate that we wanted to continue that particular in- 
surance, put the future policy under a binder, and then ask us to con- 
firm it, which we did. I think we did it in every instance. 

Mr. Davis. Is it fair to say, sir, that at least in this instance, insur- 
ance was purchased on behalf of Mississippi, without Mississippi 
being consulted, and that you were just informed about it after the 
binder had been written ? 

Is that correct ? 
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Mr. StrerenrorH. That is correct. 

Mr. Davis. Now, Mr. Stietenroth, you were t testifying at the close 
of yesterday’s session about the telegram which you sent to the SEC. 

Senator Kerauver. I would like to ask a question or two about this 
insurance. 

Does Ebasco get any commission from the insurance companies ? 

Mr. Srierenroru. | don’t know, sir. 

Senator Kerauver. Well, is the insurance placed directly with the 
company or through some agent, or do you know that ¢ 

Mr. Srierenroru. In the case of one time we had a great deal of 
our fire insurance, I think it was placed with National—National Fire 
Insurance Co. We like to have our fire insurance down home, so that 
we can distribute it among the agents in the State. 

Each 3 years that we place this insurance we buy such insurance 
as we need; then during the interim period, as property increases, 
more insurance has to be bought. In recent years we have been con- 
structing a considerable amount of insurable property. The result 
has been that we have had large amounts under a blanket policy, 
written by National. 

Now, there is no implication at all, but I have heard that Mr. Car- 
penter has a relative at the top of National. 

Senator Krrauver. Who is Mr. Carpenter ? 

Mr. Srierenroru. Mr. Carpenter is the head of Ebasco insurance 
department. But again I want to say that it is no implication; and 
if they get any commission, or kickback, if that is what you are asking 
me, I have no knowledge of it. 

Senator Krrauver. Anyway, it is generally reported that Mr. Car- 
penter, the head of the Ebasco insurance department, has a relative, 
one of the top officials, in the National Fire Insurance Co.? 

Mr. Stierenrorn. T is my understanding. 

Senator KEravuver. Do they charge you for the privilege of placing 
insurance for Mississippi Power & Light? 

Mr. Srierenroru. Yes, sir. You mean does Ebasco? 

Senator Kerauver. Yes. 

Mr. Srierenroru. Yes, sir; they are on that bill there. 

Senator Kerauver. Is the bill that you put in evidence yesterday— 
had an item whereby they charge a sum for placing your insurance? 

Mr. SrrerenroruH. Yes, sir 

Senator Ker AuveR. Well, it is no trouble to place insurance, is it? 
Any agent is glad to have the instrance, isn’t he ? 

Mr. Srierenrorn. That is correct. 

Senator Krrauver. Then practically all of the insurance is placed 
by them and none is placed through Mississippi agents; is that cor- 
rect ? 

Mr. Strerenrorn. No, sir; I didn’t say that. 

As to our fire insurance, each 3 years when we come up for renewal, 
Ebasco sends a man down to Mississippi, and, if I am not badly 
mistaken, sir, we haven't been to our own insurance commission in 
the State of Mississippi in years. When it comes time to renew these 
fire-insurance policies, the Ebasco man comes down, and he stays there 
for days on end, and I don’t remember how long, and works with us 
in getting up our new values; then he negotiates the thing out with 
the insurance commission, and he just liters ally and simply takes over. 
And when he gets all through, he says, “This is what I have done.” 





POWER POLICY-——DIXON-YATES CONTRACT 363 


Senator Krrauver. Well, what I am getting at is that the insur- 
ance is placed so that any agent in Mississippi gets any benefit out 
of it, or is the agent somewhere else who gets a “commission ¢ 

Mr. StrerenroruH. As to the fire insurance, the amount that we are 
going to place locally in the State of Mississippi—just let me give 
you the last. renewal, which I believe is very recent. It was very 
recent. 

We determined that we would do this at the time of that renewal, 
that we would place most of it with the local agents in Mississippi, 
but that we would reserve back a considerable component of insur- 
ance and leave it with that national company, with the idea that we 
would withdraw it and place it locally anytime we wanted to. 

You will recall that I testified that we leased some properties. 
Well, one of the things that we would do just prior to our negotiations, 
we needed a backlog, and we had a backlog of fire insurance to place 
in that town. 

Another area that we had some insurance to place, disproportionate 
to insurance placed anywhere else in the State, was in this north 
central Mississippi EPA area. So we put it up there. 

But there are certain insurances that are bought, not fire insurance, 
that are just placed and, in fact, the policies are kept in New York. 

The CuarrmMan. Roughly, how much fire insurance did you carry ? 

Mr. Srierenrornu. Senator, it seemed to me like it was around 
$40 million. You see, we have $100 million worth of property, book 
value, and the insurance has to be based on current replacement 
values. However, there is much property that is not ordinarily 
covered by fire insurance because it is out in the woods, and you 
just don’t cover it in this business. My recollection is that it is 
around $40 million worth of fire insurance. 

Senator Keravver. And you say some policies are kept in New 
York? 

Mr. Strerenrotru. Yes, sir. 

Senator Kerauver. Kept by whom in New York? By Ebasco, or 
by Middle South Utilities? 

Mr. Srietenrorn. If I am correct, and I am just. checking my 
memory now, it would be kept by Mr. I. M. Carpenter’s Gopest nee, 
if they are up there, and I think maybe I had better try to get a 
better basis for my statement to say that they actually keep the 
policies. But it keeps coming to my mind that that is so, but I am 
afraid that I can’t confirm it at this time. 

Senator Kerauver. You want to be absolutely sure about it before 
you make that as a statement ? 

Mr. Srierenrorn. If I make any statement on this witness stand, 
I want to be sure, sir. 

Senator Krrauver. But, in any event, substantial amounts of your 
insurance is just placed by Ebasco and handled by them all of the 
way through? 

Mr. Stierenrorn. Yes, sir; including the settlement of the claims. 

Senator Krerauver. You mean when a loss comes, they are the ones 
who put in the claims for you? 

Mr. Srretenroru. We have to furnish them the information, and 
in the form that they suggest to us. And we send the information 
up, and they will put it in form, acceptable to the insurance com- 
pany. They will negotiate the thing out with the insurance company, 
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and, finally, they will get a check and send it to us, except now as to 
the fire losses which we have been negotiating directly with the 
insurance company’s claim agent, that is what | think you call them. 
I can’t think of the technical name at the moment. 

Senator Kerauver. As to whether Ebasco places the insurance 
directly with the company or through an agent in New York, you 
don’t know ¢ 

Mr. Srrerenroru. No, sir; I don’t know what they do up there, 
beyond saying “We have placed this for your account, and please 
connrm. 

Senator Kerauver. As to whether Ebasco gets a commission from 
the insurance companies, in addition to its compensation from you, 
you don’t know about that either ? 

Mr. Srrerenrorn. No, sir; I don’t know anything about that. 

Now, insurance companies are rather generous with commissions. 
As a matter of fact, even on this policy that is placed with National, 
there is a commission. And they will hold that up there, that is 
National will hold it. ‘This is an agency commission now and a com- 
mission that could be paid to any agent in the State of Mississippi, 
or any agent that we will suggest to National. 

And we let that accumulate up there in National’s hands, until it 
gets to be a few thousand dollars; then on a very carefully selected 
basis we determine which agents and in which territory in Mississippi 
this few thousand dollars is distributed among the agencies. And 
we set the amounts, too. 

Senator Kerauver. When you had this fight with the co-ops in 
north central Mississippi, an unusually large amount of it got paid 
to agents in that section, did it? 

Mr. Srierenroru. I don’t remember of a direct distribution of 
funds that were available to us in National’s hands; but I can tell 
you that the distribution of the policies that we handled in the State 
of Mississippi were not exactly on the same relationship as it was in 
the rest of the State. 

Senator Krrauver. Now, do I understand that Ebasco charges you 
for the privilege of placing your printing contracts with Pandick 
Press ¢ 

Mr. Strerenrorn. Yes, sir. 

One of the items I read off to you was refunding the $6 preferred 
stock, and that is an order that has just recently been issued. When 
that order was issued, that means that Ebasco can do anything 
and everything that they want to do, or need to do, in connection with 
that matter, including the placing and the approval of Pandick Press 
bill. 

But actually, as I recall it, I am sure, we will pay the bill directly 
to Pandick Press on their approval. That is on Ebasco’s approval. 

Senator Kerauver. Do they print stationery for you or advertising 
material ? 

Mr. Srrerenroru. No, sir. 

Pandick Press, I don’t believe, has ever printed but one type of 
printing for us and that would be or is the documents necessary for 
a financing transaction, exclusive of the actual stock certificates or 
bonds themselves, which has always been handled by American Bank 
Note Co. 
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The same pattern that I am describing here, I believe I could say, 
or I know as a matter of fact, is followed with respect to Arkansas 
Power & Light, Louisiana Power & Light, and New Orleans Public 
Service. 

Senator Kerauver. Who places the order with American Bank 
Note Co, ¢ 

Mr. Srrerenroru. Ebasco, and now Reid & Priest will get in that 
pretty heavily because it is highly technical language, and it is hard 
for me to tell you, or to answer that definitely, ‘whether it is Ebasco 

r Reid & Priest, or both of them. 

" Sem itor Kerauver. Are there printing concerns in Mississippi that 
could do this printing ¢ 

Mr. Srierenroru. Yes, sir; but they couldn’t do the printing if we 
had to be, and I suppose we did have to be, at 2 Rector Street. And 
it is a very convenient arrangement up there. 

Senator Keravver. If things are going to be run out of 2 Rector 
Street, it is more convenient to have the printing done there, too? 

Mr. Strerenrorn. Oh, yes, sir. 

Senator Keravuver. Thank you. 

The Cuatrrman. I have just a question. 

The seven firms have lawyers you hired in Jackson. Who hired 
them ? 

Mr. Srrerenrornu. I can’t answer that, sir, because we are talking 
about the history of Mississippi Power & Light Co., and some of those 
names have been on our list so far back until I wouldn’t know who 
hired them. 

The Cuarrman. Do you know who hired the 23 firms altogether ? 

Mr. Srierenroru. Yes, sir. 

The Cuatrman. Did you hire any of them? 

Mr. Strerenroru. No, sir; I didn’t hire any of them. 

a recently, up in Senatobia, Miss., it was either Les Taylor or 
Ray Braswe ll, who made an arrangement up there with Thomas & 
Meth: as I remember it, and he was to get a fee of $500, and it is 
called legal service from July 1954 to July 1955. 

And the only thing that seemed odd to me about the thing was this: 
The check was drawn payable to this law firm whose address was 
Senatobia, Miss., and we had funds in the Senatobia bank, and the 
voucher clerk drew it on that bank, and I signed it in that fashion; 
shortly thereafter he came back to me and said that he had tried to 
deliver that check to whoever it was that was handling it and they said 
they didn’t want that drawn on any local bank up there. 

The Crarrman. In your opinion, how many lawyers do they actu- 
ally need to do their business ? 

Mr. Srrerenrotu. The law business ? 

The Cuarrman. Yes. Instead of 23 firms, how many do they actu- 
ally need ? 

Mr. Srrerenrorn. Well practically all of our law work, as I have 
testified, is done by the general counsel firm of Green, Green & Chaney, 
and then we also have an office : attorney. 

Now, I said yesterday, that Mr. Green’s firm got eleven-hnudred-and- 
some-odd dollars a month. Well, Mr. Green’s firm actually, that is a 
retainer, and it covers everything except special, heavy jobs that he 
does for us. 
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Now, whenever we do a financing transaction, he gets something out 
of that, which is half as much as Reid & Priest get. And on one occa- 
tion, throughout the history of Mississippi Power & Light Co., that 
[ can think of, Mr. Green handled a local lawsuit down there that 
required so much time that he got a $5,000 fee over and above his 
retainer fee, for handling that. 

Now, I may have given a wrong impression about the legal fees paid 
to the firm of Reid & Priest in New York. I said that we paid them 
$3,600 a year. Well, that is a retainer only, and whether we get serv- 
ices for that, I don’t know. I don’t know how anybody would ever 
know. 

But whenever they do any special work for us, such as participa 
tion in a financial transaction, why, the fee runs, a recollection, ten 
to fifteen thousand dollars, and the matter will cover a period of a 
little less than 2 months at the outside from the time we start until the 
time we finish, and Mr. Green will get half as much as Reid & Priest 
will vet. 

Mr. Davis. Mr. Stietenroth, at the close of yesterday’s session you 
put in evidence the telegram that you sent to the SEC withdrawing 
the use of your name in connection with the recent registration state 
ment. And you testified that you were concerned about a number of 
entries that had been made in the books of Mississippi Power & Light, 
some at the sinaibahdiee suggestions, you testified, 1 believe, of either 
Middle South Utilities or Ebasco. And you told us about the 
$1,028,000 that was transferred out of accrued tax reserve into sur- 
plus. And I believe that you testified that you questioned that as 
not being accurate accounting or the product of ‘sound accounting. 

Is that correct ? 

Mr. Srierenroru. That is correct. 

Mr. Davis. Can you tell us any other entries that you are concerned 
about or afraid of ? 

Mr. Srrerenrorn. Well, it seemed to me that if we had had a re- 
versal of policy, accounting policy, and that it was appropriate to 
take out of reserve all amounts over and above actual known liabil 
ities on a much less conservative basis than the money had been put 
in these reserves, then it would also be appropriate to go down the line 
and see if we didn’t have other reserves that had similar amounts over 
and above known liabilities. 

Now, when I say “known liabilities,” I must, every time I touch 
that, as one of my real objections to the transferring of $1,028,000 out, 
is because there had never been any satisfactory determination of what 
our liability was going to be; therefore, I could not know how much 
should be transferred to surplus. 

Now, I looked in the books after I got home to see if there wasn’t 
some other items that ought to be transferred out of reserve accounts, 
since we had changed our policy, and I found that we had had an 
ad valorem tax reserve. The ad valorem tax reserve is a property tax, 
and the other one we had been dealing with was an income tax. 

Mr. Davis. Is it correct to say that an ad valorem tax is a tax on 
property to the value of the property ? 

Mr. Srierenroru. Yes. 

Now, this is a recollection because I don’t have the figures in front 
of me, but we had already paid our taxes on February 1, 1954, cover- 
ing our liability on December of 1953 
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\fter we had paid our taxes on February 1, 1954, and charged it 
against the accrued tax account that we had on December 31, we found 
that we still had a balance in that account of an amount, from recollec- 
aN — $280,000. 

, having paid the taxes, which is the best way that I know of i 
you are not going to be pretty conservative about your tax li: ‘bilities, 
that is the best w: ay to know whether or not you have an overaccrual. 
So, if it was appropriate to transfer out the balances in the income-tax 
reserve, I thought that the balance in the ad valorem reserve should 
also go to surplus, and I so prepared an entry before I left Missis- 
sippi Power & Light Co., and turned it into the assistant treasurer, 
and signed it. I don’t know whether it was ever recorded or not. 
That item was called to the attention of Mr. Barr on the telephone, 
as 1 reeall it. 

Mr. Davis. That is Mr. Barr of the SEC? 

Mr. SrreTenrorn. Yes. 

Then, whereas, I never did get around to making a careful survey 
of all of the amounts that might come out if we were going to be con- 
sistent, with what we had done in regard to the income tax matter, 
there was just sticking out like a sore thumb a reserve for bad debts. 

As I recall, it was around about $80,000, and I called that to Mr. 
Barr’s attention, of SEC. And he said: 

Why, you wouldn’t even mention an amount so small as $80,000 and put it 
in question. 


He said something about— 


We have got to consider this thing from the standpoint of materiality. 


I think that I said words to Mr. Barr about like this, “Well, Mr. 
Barr, what may be material to you might not be material to me, and 
what you might call immaterial, I might call material, and you have 
never defined in your rules and regulations, that I know anything 
about, what ‘material’ meant.” 

And I can tell you right now that I believe that SEC could, if it 
wanted to, take the view that a $10,000 item was material for one 
purpose, and I believe that they could take the view that a $1 billion 
item is immaterial for another purpose. 

Well, when we are dealing with laws of men, rather government 
of men, rather than government of laws, I get lost, and that materiality 
thing has always worried me. But I can tell you this about that 
particular reserve account. 

I believe there was $80,000 left in it, and that is enough reserve for 
bad debts to cover all of the losses that we would likely incur with 
respect to about $114 million of accounts receivable on the books on 
December 31, 1953, and then about $40 million more of revenue that 
we are going to put on the books in 1954 and 1955, if our recent expe- 
rience has anything to do with what we are likely to lose in the future. 

But I mentioned that to Mr. Barr, and he seemed to think that I 
should not concern myself at all with an item so small. 

Mr. Davis. Are there any other reserves that you were concerned 
about? Was there a reserve for bad debts? 

Mr. Strerenroru. As I say, I never did get time, or the opportunity, 
to sit down and think this thing through and go into all of the items 
that it would have been consistent to remove from reserve accounts to 
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surplus, since we had adopted the policy as to the $1,028,000 item, or 
removing it from accrued taxes to surplus. 

Mr. Davis. In other words, is it your testimony that sound account- 
ing would have required a consistent approach to all reserves and that, 
if the reserve for accrued taxes was going to be reexamined, as it was, 
and $1,028,000 was taken out, then all other reserves ought similarly 
to have been examined and reevaluated? Is that correct ¢ 

Mr. Strerenkoru. That is what I am saying. 

Mr. Davis. Were the other reserves reevaluated ? 

Mr. Strrerenrotu. No, sir. 

As a matter of fact, I wired on this direct wire we have down in 
Mississippi, from New York, I wired down the $1,028,000 entry, and 
I had my office report it in the books down there, and send me a copy, 
which I handed to Mr. Youngdahl, and I—— 

Mr. Davis. Mr. Youngdahl is of Haskins & Sells? 

Mr. Strerenrorn. Yes. 

And I believe that on the strength of that Haskins & Sells certified 
our registration statement to SEC or whoever that thing is addressed 
to, and no further review of other reserves was made to my knowledge. 

Mr. Davis. How about depreciation reserves? Were they reeval- 
uated ? 

Mr. Stierenrotu. No, sir, they were not. 

At a recent date, I had a calculation made of an amount which I 
considered to represent the minimum deficiency in our depreciation 
reserve. 

Mr. Davis. By that, may I ask you, do you mean that you think 
that there is a deficiency in your depreciation reserve 

Mr. Strerenrotn. Yes, sir. 

Mr. Davis. In other words, you think that they are not adequate 
to take care of the depreciation of the company’s property ¢ 

Mr. Stretenroru. That is what I am saying; yes, sir. 

Mr. Davis. Go ahead, Mr. Stietenroth. 

Mr. SrrerenrorH. What I had done was, the rates of depreciation 
that we are currently using, which I will enumerate for you very 
briefly, is we are presently depreci lating steam gene rating property 
over a period of 40 years. That is 214 percent per year. We are pres- 
ently depreciating distribution property over a per ey of 3314 years or 
3 percent per annum. And we are presently deprec lating our general 
property at the rate of 4 percent per year, that is a 25-year- life basis, 
except as to transportation equipment which is on a use basis. 

Now those rates of depreciation that we are currently using and 
have used for the last several years seemed to me to be almost the 
very smallest amount of depreciation that a company such as ours 
should set up, if we are to be a stable company and protect the invest- 
ment of all investors, not just some investors. 

Now, our depreciation reserve does not have an amount in it based 
upon these rates that I have just enumerated to you. The deprecia- 
tion reserve balance that we have on our books is based on much longer 
life. For instance, we went back and made a study, and we put steam 
generation on a 50-year basis, and we put transmission on a 66-yea 
basis, and we put distribution on a 40-year basis, and we built up a 
reserve on that basis. That is how we tested the adequacy of the 
reserve a few years ago, and the rates are just so long-lived until 
I don’t think anyone subscribes to it. 
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But coming back to the thread of what I am saying, we took these 
current rates and went all of the way back through the history of the 
company and applied it and built up a depreciation reserve based on 
current rates, but putting not one dollar of depreciation on acquired 
properties, and the re were substantial amounts of acquired properties, 
and it developed a $214 million deficiency. 

I made an entry befor e I left there and signed it and turned it over 
to the assistant treasurer, and also attached to it a letter to the Federal 
Power Commission saying that we have reexamined this matter and 
that. we ask your approval of the recordation of a $21 million trans- 
fer from surplus to depreciation reserves. 

Mr. Davis. When you say there is a depreci iation of $214 million, 
do I understand from that that the depreciation reserves of Missis- 
sippi are understated for the tune of 214 million ? 

Mr. Strerenroru. I would say the depreciated reserves of Missis- 
sippi Power & Light Co. are understated at a minimum of $214 million. 

Mr. Davis. As of today, or as of recent time ¢ 

Mr. Srrerenrornu. As of today. 

Mr. Davis. Does this mean that the surplus is overstated ? 

Mr. Srrerenroru. Yes; it does. 

And let me correct. what I just said, “as of today.” I will say as of 
the day I was last in the offices of the Mississippi Power & Light Co., 
which was about September 19 or 20, 

Mr. Davis. You were the principal financial officer of this corpora- 
tion, were you not? 

Mr. Stierenroru. Yes, sir. 

Mr. Davis. And you saw that the depreciation reserves were in- 
adequate ¢ 

Mr. Srrerenroru. That is what I say. And I also told that to Mr. 
Barr of SEC. 

Mr. Davis. Was this inadequacy of depreciation reserves the result 
of the free, independent. judgment or decision of you as the principal 
financial officer or any of the other officers of Mississippi Power & 
Light, or was it the result of suggestions or orders from New York ? 

Mr. Srrerenrorn. Well, it certainly didn’t reflect my viewpoint. 

And let me give you one more thing. A few years ago, FPC asked 
us to prove up the adequacies of the reserve at that time. Using these 
long lives, of 50 years on steam generation, 66 years on transmission, 
and 40 years on distribution, even using those long lives, we developed 
at that time a $513,000 deficiency. And when we showed that to 
FPC, they wrote us a letter saying to us, “Well, you transfer at this 
time this amount out of surplus, up into your depreciation reserves.” 

I received that letter with glee from my viewpoint, because that 
would stabilize our company and protect us down in Mississippi. But 
we never recorded that entry, because after FPC’s letter was written, 
then I understand that Mr. Joe Shinus of Ebasco, at the suggestion of 
Middle South Utilities, went back to FPC and renegotiated the mat- 
ter and the requirement to transfer the half million dollars was with- 
drawn. 

Senator Krrauver. Who did Mr. Shinus renegotiate the matter 
with in FPC? 

Mr. Srierenrorn. I understand with Mr. Charley Smith. 
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And the way it was done, Senator, is that using these two sets of 
rates that I have described, these extremely long lives, and the little 
shorter lives, if you test it on the basis of the extremely long lives, and 
you are accruing on a somewhat shorter life, you can see that you are 
overcoming the deficiency all of the time. I think the way that Mr. 
Shinus explained it to Mr. Smith was “if you would just wait 2 years, 
Mr. Smith, we would have had no deficienc y 

So Mr. Smith apparently accepted that, and said to us to come back 
in 2 years, and test it again, on the basis of the longer life, and we so 
did, and he lifted all restrictions or any further jurisdiction, perhaps 
[ am overstating that, but what he said to us was that we had satisfied 
him, 2 vears later 

Senator Keravver. Who made the ultimate decision as to how much 
you would set up by way of depreciation for Mississippi Power & 
Light? Was it you in Mississipp! or Ebasco or Middle South? 

Mr. Srrerenrorn. Sir, | hardly can answer that. The matter was 
handled just so generally until I could never know who made the 
decision. I know this, that I am given to conservatism when it comes 
to depreciation reserve balances, and I have strongly felt for a good 
many years that our rates were on the lean side. 

Senator Krravuver. Well, a matter of that kind, like other problems 
of management, would be handled by New York, or the general policy Vv 
would be set by New York, rather than by the directors of Mississippi 
Power & Light ? 

Mr. Stierenroru. That was the heaviest influence that I knew any 
thing about, and the study that I made and went to the Federal Power 
Commission with to try to show them that our reserve balance was 
adequate, based on the extremely long lives, that was actually pre- 
pared in New York City, at 2 Rector Street. 

And here is another thought that I expressed to you. I haven’t been 
in the SEC offices in years, for any purpose, and I have never 
been there alone, in my life, and I have never been to the Federal 
Power Commission for any purpose except in the company of Mr. 
Sanders, of Middle-South Utilities. 

Senator Krravuver. How did you happen to be always in his 
company ¢ 

Mr. Srrerenrori. Well, except on 1 or 2 occasions where I came 
up from Jackson, and he met me in Washington, all other times 
I had been in New York, and whatever we had to go before the Com- 
mission we had planned it and arranged it and the whole plan and 
strategy was already fixed while I was up there. 

Senator Krrauver. So you would just go together? 

Mr. Srirrenrotu. We just came down together. 

Senator Keravver. When you told Mr. Barr that your depreciation 
allowances were inadequate, what did he do or say about it? 

Mr. Srrerenrotru. He said, “Well that is just a matter of opinion,” 
and I believe that I said to him, “Whose opinion, Mr. Barr?” But 
we didn’t get very far with that. 

Senator Krravver. In other words, Mr. Barr seemed to be taking 
the side of Ebasco and Middle South, to have small depreciation 
allowances ¢ 

Mr. Strerenrornu. Apparently so, because he appeared to discount 
my view, and I told him a little more detail than I am telling here, 
and when he got all through, he said, “Well, that is just a matter 
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of opinion.” And T don’t know how to express this, but Mr. Barr's 
questions and his questioning of me, was so terse, until I turned 
iround to my wife and I said, “That was just dripping with antag- 
onism”; that was my feeling over the telephone. Now, I could be 
wrong. 

Senator Keravver. Mr. Stietenroth, if a utility holding company 
is interested in dividends to itself, either in cash or stock, then it 
would be in the interest of the holding company to have an inadequate 
depreciation reserve for the operating company, and a larger sur 
plus account which could be transferred to common-stock account: is 
that not true? 

Mr. Srirrenroti. Yes, sir. 

Senator Kerauver. Do you feel that is the reason that Middle South 
wanted to have a smaller depreciation reserve and a larger surplus? 

Mr. Strerenrotn. I believe that was their reason, and let me answer 
directly, as I have said on 1 or 2 other occasions, that if I were in the 
shoes of Mr. Dixon, or Mr. Sanders, that would be what I would do. 

Senator Keravver. If you were looking for a larger dividend, or a 
larger stock dividend or cash dividend, that would be the method that 
you would follow to get it ? 

ir. SrrerenrornH. Yes, sir. 

Senator Keravver. Thank you. 

Mr. Davis? 

Mr. Davis. Mr. Stietenroth, were there any other concerns you had 
about the manner in which books were being kept ¢ 

Senator Keravuver. Let me ask you one other question. Did T 
understand you to say that the steam plants and generating plants of 
Mississippi Power & Light were de preciated on a 55-year basis, or a 
50-year basis? 

Mr. Stivrenrotn. No, sir, 1 said that we are currently depreciating 
our steam plants on the basis of 40 years, but to test the adequacy of the 
reserves, it comes out of the history of the company; the Federal 
Power Commission let us test it on the basis of 50 years. 

Senator Krravver. Well, now, did Middle South want to test the 
depreciation on the basis of 50 years ¢ 

Mr. Srierenrorn. As I say, the presentation that IT made and the 
letter that I wrote to the Federal Power Commission was written, 
revised, and changed, and just worked on over 4 days at 2 ae 
Street. When we got all. through, this was the sutedhn that w 
determined to be made dow n there, and I would say that Middle South 
participated in that decision heavier than I did. 

Senator Keravver. In other words, Middle South either with you, 
or through you, asked that the depreciation of generating facilities of 
Mississippi be presented to the Federal Power Commission on the 
basis of 50-year useful life of the generating facilities; is that correct / 

Mr. Srrerenrorn. Yes, and 66> years on ‘transmission, and 40 years 
on distribution. 

Senator Keravuver. Let me see if I get that right. It was Middle 
South’s position that generating facilities, that is the steam plant, be 

resented to the Federal Power Commission on the basis that it would 
be useful or would not be fully depreciated until the end of 50 years? 

Mr. Srierenrorn. That is right. 

Senator Kerauver. Then as to transmission lines, their position was 
that it was useful for 60 years ¢ 
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Mr. SrrerenrotH. Sixty-six years. 

Senator Kerauver. Sixty-six years? 

Mr. Strerenroru. Yes. 

Senator Kerauver. And then what is the other item that you 
mentioned ¢ 

Mr. Srierenroru. Distribution property. 

Senator Krrauver. It would be depreciated in how many years? 

Mr. Srrerenrotu. Forty years. ; 

Senator Kerauver. And it was on that basis that they tried to 
justify the depreciation reserves set up by Mississippi Power & Light? 

Mr. Srierenroru. That is correct. 

Senator Kerauver. And the Federal Power Commission finally 
went along with that position, is that correct ¢ 

Mr. Srierenroru. That is correct, and they first took the position 
that since we had been using those lives, there was half a million dollars 
deficiency. But they withdrew the requirement that we transfer 
even the half million dollars from surplus to depreciation reserves. 

Senator Kerauver. So that even on the basis of 50 years for gen- 
erating facilities, and 66 years for transmission facilities, how many 
years for distribution ? 

Mr. Srierenroru. Forty years. 

Senator Keravuver. Even on that basis, there is still a half million 
dollars short in the depreciation reserves setup ¢ 

Mr. Srierenrorn. That is a couple of years ago, even on those 
long rates. 

Senator Kerauver. And there isn’t any question but what Middle 
South felt that 50 years for a generating-plant facility was short 
enough time to depreciate it? 

Mr. Stierenrotru. Short enough and long enough, because we went 
to the Commission with those figures, and they adopted them. 

Senator Kerrauver. That was Middle South’s position in the 
matter ¢ 

Mr. Srierenrorn. Yes, sir. 

Senator Kerauver. You are aware, Mr. Stietenroth, that the 
Budget Bureau and the Atomic Energy Commission, and apparently 
the Middle South Utility acting through Messrs. Dixon and Yates 
claim that the steam plant they are going to build at West Memphis, 
Ark., would be completely worn out and depreciated at the end of 
oo years, are you not? 

Mr. Srierenroru. That was my understanding, sir, but we have 
got so many different depreciation rates until sometimes I can hardly 
keep up with them. 

Senator Krrauver. How do you account for their position that the 
steam plant and the new modern steam plant built with the newest 
technological developments at West Memphis, Ark., that Dixon- 
Yates claim that that would be fully worn out and depreciated at the 
end of 35 years; whereas these Mississippi Power & Light steam 
plants, they are holding them up and presenting and working out 
their depreciation allowance representing them to the Federal Power 
Commission as being usable for 50 years? 

Mr. Strerenrotu. Well, that is certainly rather inconsistent on the 
face of it, and I think the facts just speak for themselves. If you 
want me to comment, I will be glad to do it. 
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Senator Keravver. Well, I would be glad to hear your theory of 
why they would make an inconsistent presentation of that kind. 

Mr. Srrerenroru. W ell, in Mississippi where my particular inter- 
est is, I just don’t believe in 50-year lives, nor 66-year lives; 50 years 
for generation, and 66 years for transmission; nor 40 years for dis- 
tribution. That I don’t believe. As a matter of fact, it is already 
staggering to me to accept the rates that we are currently using, 
which is based on 40 years for steam generation, and 40 years for 
transmission, and 3314 years for distribution. 

Now, I am not a steam-plant engineer and I have no business or no 
right to say how long it will last. But I have been in this business 
for a long time, and I think that our reserves are so inadequate until 
we ought | to transfer out a minimum of $214 million, and I would feel 
a lot better for the stability of Mississippi Power & Light Co., and 
all of its customers, employees, and investors generally, if an amount 
even as high as $5 million were put in that reserve. 

Senator Krerauver. Mr. Stietenroth, actually the situation is this: 
That in the case of their 50-year depreciation for generating plants 
in Mississippi, it is to the benefit of Middle South U tility Co. to set 
it up that way because that enables them to put more money into 
surplus so that they can pay themselves cash and stock dividends; 
whereas it is to their interest to set up a 35-year depreciation in the 
case of the West Memphis steam plant because that will enable them 
to let the Government pay for the steam plant in a shorter length 
of time. That is actually the difference, is it not? 

Mr. Srrerenroru. Yes, sir; that is correct. 

Senator Keravuver. So that, as to Uncle Sam, they want to let 
Uncle Sam pay for the steam plant in 35 years, whereas when it comes 
to Mississippi steam plants, where it represents more stock and more 

cash dividends to them, they are willing to let the steam plant be set 
up on the basis of 50 years’ deprec iation. 

Mr. Strerenroru. That is correct. As to the adequacy of the re- 
serve, now we are accruing currently on the basis of 40 years, 

Senator Keravver. But they presented and represented that it 
should be on a 50-year basis to the Federal Power Commission ? 

Mr. Stirrenrorn. They certainly did, and another rate that they 
are using 

Senator Kerauver. Was any of that in writing, Mr. Stietenroth ? 

Mr. Srierenrorn. I wrote the Federal Power Commission a letter, 
just pages long, and signed my name to it, and yes, sir, it is in wr iting. 

Senator Krrauver. Who is it that went with you down there? 

Mr. Srrerenroru. Mr. Sanders. 

Senator Krrauver. Did he sign it, too? 

Mr. Srirerenrorn. No, sir. 

Senator Krrauver. Did Middle South sign anything claiming the 
steam plant had a 50-year life? 

Mr. Strerenroru. No, sir. 

Senator Kerauver. But they had you sign it? 

Mr. Srierenroru. Yes, sir. 

Now, that steam plant that we have tested the adequacy of the 
reserve on a 50-year basis, we are accruing on the books on a 40-year 
basis, and we are taking depreciation for income-tax purposes on 
whatever number of years you get for 31/,-percent rate; that is about 
31 years, I believe. 
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Senator Kerauver. Well, the Mississippi steam plants are the old 
type, are they not, and they wear out more quickly than one of these 
new, modern steam plants such as the West Memphis one would be? 

Mr. Srerenroru. No, sir; the steam plants that I have been talk- 
ing about are modern plants. Actually, when we made this presenta- 
tion to FPC, which was just a relatively small item, and I didn’t go 
into it to avoid details, we took the old generation and set it up not on 
a life basis, but we just admitted right in the face of the letter that 
the old steam generation was 90 percent gone, and only 10 percent life 
was left, and the old diesel engine generation was 95 percent gone, and 
therefore we should set wp a special amount for both of those. But 
the generation that I am talking to you about, that these 40-year and 
50-year life, it is generation that has come into usage since about the 
year 1947. 

Senator Krerauver. Mr. Chairman, I think or I know a copy of this 
record is being sent to the Attorney General of the United States with 
reference to possible prosecutions, but I should like very much to at 
least see that this part of the record with reference to this depreciation 
matter is also called to the attention of the Atomic Energy Com- 
mission. 

The Cuatrman. I can assure you, Senator, that it will be done. 

Senator Kerauver. Because it seems to me that no governmental 
agency that wants to be fair to the Government would carry on negoti- 
ations with an organization that would present a matter one way 
when it is to their own benefit, and another way when the Government 
is involved. I think this duplicity in setting up their depreciations, 
35 years as to West Memphis, and 50 years as to their own property 
in Mississippi, certainly would show that they are not the kind of 
organization that the Government can justify doing business with. 

I hope that this will be called to shat attention. 

The Cuarrman. I can assure the Senator that that will be done. 

Is there anything in the climate of West Memphis that would cause 
greater depreciation or faster depreciation than in Mississippi ? 

Mr. Srierenrorn. I don’t believe so. We have got a steam-gener- 
ating station at Cleveland, Miss., which is hardly 100 miles away from 
where the other one is going to be, and I don’t know of any difference 
at all that would justify the differential. 

The Cuarmman. I assure you that it will be called to the attention 
of Mr. Brownell and the Atomic Energy Commission. 

Will you proceed, Mr. Davis? 

Mr. Davis. Were you concerned at all, Mr. Stietenroth, with the 
manner in which Mississippi Power & Light priced salvage on prop- 
erty disposal reports ? 

Mr. Srrerenrorn. Yes; I have been for a good many years. 

Mr. Davis. Will you explain to us what property disposal reports 
are, and what salvage is? 

Mr. Srrerenroru. Yes. I will have to explain what you mean as 
I get into this subject. It is a little technical. 

Prices as we all know have been increasing very fast since the year 
1940. Now we have a policy of pricing salvage, that is property taken 
down that is usable and will be taken down out of the plant account, 
and put in the storeroom, and will later be reused. 

Mr. Davis. Will you give us an illustration of such property ? 
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Mr. Srizrenroru. Yes; I will take as my illustration a pound of 
copper, which is something that is just meat and bread with us, and 
we use great quantities of it. Copper very often is usable over again. 

Now, we can take the material component of the property. We 
have got a pound of copper in the plant account that cost us 20 cents 
when it was put in plant account. Now we retire that from plant 
account and we have got to determine what is the value of it, so we 
look at the most recent invoice where we bought copper to see what is 
the value of a pound of copper as of today. Copper in recent months 
has been more nearly 40 cents a pound. So we have taken the 20-cent 
copper down and we found that it has a current market price of 40 
cents which means that leaving out the labor to install, and to take 
down, just using the material component only, when we apply that 40 
cents salvage value against the 20-cent removal of material, it shows 
that we have increased our retirement reserve or depreciation reserve 
by 20 cents. 

Then, the pound of copper is now in the storeroom at 40 cents, which 
shows that we have got something that we could go out and sell for 
40 cents. But we don’t sell copper, we use copper, so as soon as we 
need that pound of copper we issue a store’s requisition and we charge 
that 40-cent pound of copper out of stores, and put it back into plant 
account and it now becomes a 40-cent pound of copper in plant account. 

The result is that I take down a pound of copper, leaving out the 
installation cost, and the removal cost, I take down a pound of copper 
out of plant account at 20 cents, and I go through all of this bookkeep- 
ing, and I get it back into plant account and it is now 40 cents. 

I have said that if we followed that to its ultimate end, we could 
just make property disposal reports on the north end of the system 
and transfer it to the south end, and vice versa, and we would come 
up with millions and millions of dollars more property than we had 
when we started, just by the bookkeeping device of pricing salvage 
at current market prices. 

Now let me finish just this: That appeared to me to be a method of 
bookkeeping that was not conservative, and not in keeping with 
Federal Power Commission’s original cost theory, and I discussed 
that particular point with Mr. T. G. Seal, and Mr. Harold Sanders, 
and after just butting my head up against a stone wall at long length, 
I kept right on doing that which we had been doing always, which is 
the plan I have described. 

Mr. Davis. Have the retirement prices been revised in the past few 
years, or the past 10 years? 

Mr. Strmerenroru. Our retirement prices have not been basically 
revised since we set up in our accounts the original cost of property 
as a result of the FPC examination. That was concluded about 1943, 
but as I recall it, it related back to 1940 or 1937. 

But coming out of the work that was done at that time we estab- 
lished what we called a weighted average price of units of property. 
Certainly it makes sense if you are going to retire property, you ought 
to retire it from plant account at the value at which you have got it in 
plant account. If you can’t do that exactly, why then you ought to 
make the best effort that you possibly can to get at that. 

Now, the pricing of property disposal reports which is nothing but 
reports covering the removal of property when we have to rearrange 
it or take it down, is done by the engineering department and I can’t 
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say that there have been no isolated revisions of unit prices because [ 
don’t have that knowledge. 

Mr. Davis. But on the whole, sir, can you tell us? 

Mr. Srrerenrorn. I know that there has been no adequate revision 
of retirement prices in a comprehensive way since the year away 
back there, about 1940; and I know this also, that I have fussed about 
it for years and brought it up from time to time and I have threatened 
our management with Messrs. Haskins and Sells and said such state- 
ments as this, that “If we don’t get these prices revised in a sensible 
sort of way, Messrs. Haskins and Sells are going to come in here and 
find out what we are doing and they are just simply not going to 
take it and we are going to find ourselves without certified financial 
statements, with the result that we would just be locked on any 
financing, and just put in a terrible confused situation.” 

The only written notation that I have to show that I have been into 
this thing on prior occasions, is a staff meeting memorandum of 
January 22,1953. There is a paragraph here that says: 

Mr. Stietenroth further reviewed the problem of property retirements wherein 
property is presently being retired on a 1940 average cost basis. It was his 
opinion that studies are needed to bring unit cost up to date for the purpose 
of retirement. No conclusions were reached but the problem was thrown out 
for consideration. 

Now for at least. the last 3 years I have had our machine billing 
department develop information that showed the quantities of prop- 
erty, and the cost of those quantities that could be used to help make 
this restudy of retirement prices, but those things are on my used-to- 
be bookcase now and they were never used. 

Mr. Davis. What is this document from which you were reading, 
sir? 

It is a memorandum of a staff meeting held January 22, 1954, at 
9 a. m., is that right ? 

Mr. Srierenroru. The date is on the bottom. 

Mr. Davis, And copies of this were sent to R. B. Wilson, L. M. 
Taylor, R. W. Bratwell, J. D. Stietenroth, C. E. Jones, W. B. Porter, 
and Alex Rogers; is that correct ? 

Mr. Srierenrorn. That is right. 

Mr. Davis. Are all of those people associated with Mississippi 
Power & Light ? 

Mr. SrierenrotH. That, and a few others are the people who 
usually attend staff meetings. 

The Cuarrman. Mr. Stietenroth, if you bought copper at 40 cents 
and it went down to 20 cents, did that show on your books? 

Mr. Srierenrotu. We have not experienced that, sir. You see, we 
went into business in 1927, and before we hardly got in business good, 
the depression hit us and we were neither putting up or taking down 
property, we were just static. Then we came down to the year 1940 
and we haven’t but one price trend, and that has been upward. So we 
haven't that experience. 

Senator Keravuver. Mr. Stietenroth, just how important is this 
property-retirement problem? How much does it amount to in 
dollars, and what would be the difference in the book assets of 
Mississippi Power & Light if your method were followed, as what 
you think ought to be done, as compared with what is done? 
~ Mr. Srierenroru. I can’t answer it, and I couldn’t appraise it. 
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Senator Kerauver. Well, would it be in the millions of dollars? 

Mr. Stierenrotu. It could well be; yes, sir. 

Senator Keravuver. As I understand it, you think that you should 
carry a retirement price of what the property was purchased for? 

Mr. StrerenrorH. What it is in the books at, at least the weighted 
average price. 

Senator Kerauver. The weighted average price ! 

Mr. Strerenrornu. Yes, sir. 

Senator Keravver. That is what the Federal Power Commission 
has always recommended ; is that correct ? 

Mr. Stirrenroru. Sometimes the Federal Power Commission doesn’t 
recommend things, but they would accept things, and I think that 
that has been accepted. 

Senator Kerauver. That is the accepted formula of the Federal 
Power Commission, and you think of good accounting methods for 
public utilities ? 

Mr. Strerenroru. Yes, sir; and when I speak of weighted average 
prices, a utility has two sorts of profits, if you will recall, identifiable 
property, and mass property ; in other words, you go out in a distribu- 
tion system or transmission line and you can’t tell one pole from an- 
other unless you have put a number on that pole, and if you put a 
number on that pole and keep up with that particular pole, you will 
just spend so much money keeping the books until data can’t afford 
the rates. 

So when you get into mass property, then instead of dealing with 
these things as individual poles, you deal with them as mass property, 
and you determine the retirement price in a reasonable adequate sort 
of a way, which is described as weighted average price. 

Senator Kerauver. As I understand it, Middle South insisted that 
in the case of copper, that cost you 20 cents, that instead of retirement, 
and having a retirement pri of 20 cents which you paid for it, th: at 
they would insist that it be put down at 40 cents, which was the cur- 
rent market, value; is that correct? 

Mr. SrierenrotH. No, sir; that is not what I said. We retire it out 
of plant account at 20 cents. In other words, it is in there at ap- 
proximately 20 cents, and I say that we retire it out at 20 cents, and 
we retire it out at 20 cents on a basis of weighted average prices which 
is part of my complaint. It hasn’t been brought down to any current 
period, or even a recent date. 

Now, taking my 20 cents as actually being in plant account, we re- 
tire that from plant account at 20 cents, and then we say, “What is 
the value of it?” We look at our most recent purchase of that copper, 
and we find it is more nearly 40 cents. So we say, “Well, we took it 
down, and the cost is 20 cents.” We find that we are currently paying 
40 cents for that. Therefore, it has a value of 40 cents. Therefore, 
we have made a 20-cent book profit on taking it down. That is credited 
to the depreciation reserve, 

Now, this salavage of 40 cents is put in stores, just as if we had 
gone out in the market and bought a pound of copper for 40 cents. 
At some later date it would be issued out of stores, and put back in 
plant account at the 40-cent value at which it is carried in the stores 
account. 

Senator Kerauver. Then adding this difference between the 20 and 
the 40 percent approximately to the depreciation reserves would be 
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an advantage in trying to get a higher rate, that is in showing the 
investment and showing the value of the property of the Mississippi 
Power & Light, before a utility commission in asking for a higher 
rate, would it not? 

Mr. Strerenrornu. No, sir. 

Senator Krerauver. In other words, let me ask, what would be the 
advantage to the holding company, in handling it the way of putting 
this present value or the property in this depreciation reserve ¢ 

Mr. Strerenrorn. It inflates both the plant account and it inflates 
the reserve, and it knocks out of kilter the percentage relationship of 
the reserve to plant account. 

Senator Keravver. Then it. would show a larger plant account or 
surplus when it came to paying dividends? 

Mr. Strerenrotu. No, sir; it would not affect the surplus account. 

Mr. Davis. As I understand it, sir, you say that there has been no 
revision of retirement prices since 1940, for 14 years? 

Mr. Strerenrorn, It is about 1940. 

Mr. Davis. And I understand you warned the company about the 
consequences of this, did you not? 

Mr. Strerenroru. I did repeatedly. 

Mr. Davis. You felt this was not sound accounting; is that correct? 

Mr. Strerenroru. That is correct, sir. 

Mr. Davis. And you felt that it caused or you felt that it confused 
a clear picture of your financial status in your books? 

Mr. Strerenroru. Yes, sir. 

Mr. Davis. Is that correct ? 

Mr. Srierenrornu. Yes. 

Mr. Davis. And you warned your codirectors or coofficers as I un- 
derstand it that Haskins & Sells might withdraw their certification 
if they found out about it; is that correct ? 

Mr. Stierenrotu. Not the directors, unless you speak of Mr. Wil- 
son. I said at that meeting right there that this was so, and I have 
said it on several other occasions, much earlier than that, several years 
earlier than that, but that is the only notation I have got of where 
somebody else quotes me as fussing about it. 

Mr. Davis. Well, Haskins & Sells do not know, to your knowledge, 
about this situation with regard to retirement prices; is that correct? 
There has been no revision since 1940? 

Mr. Srierenroru. I don’t know whether they know about it or not. 
They come in with several people, and stay for a couple of months, 
and didn’t find it out from me and they couldn’t have found it out if 
they wanted to. 

Mr. Davis. Didn’t you say that if Haskins & Sells knew about this, 
they might withdraw their certification ? 

Mr. Srierenrorn. Yes, sir; I think that they should have. 

Mr. Davis. Well, to your knowledge, as prspal financial officer 
of the corporation, did they know about it? Do you know whether 
they knew ? 

Mr. Srierenrorn. I don’t know whether they knew about it or not. 

Mr. Davis. Mr. Stietenroth, this method of pricing salvage on prop- 
erty Ginpoeel reports, if carried to its ultimate extreme, what would 
happen f 

Mr. Srrerenrorn. Well, I said earlier, that if we would retire a lot 
of property and make a book profit on it, on each part of it, then we 
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could write up our accounts, both the property account and the reserve 
substantially, and I would say that it could run into millions of 
dollars. 

Mr. Davis. Then the books, if this were carried to its ultimate ex- 
treme, would they reflect larger property values in the corporation 
than actually existed? Is that right? 

Mr. Srierenroru. On an original cost basis; yes. 

Mr. Davis. And to the extent that this method of pricing salvage 
on property disposal reports is followed, to that extent on the books 
at least, it reflects in the books of Mississippi Power & Light a larger 
property value than actually exists, is that correct? 

Mr. Stierenroru. That is correct, and let me ask you to use some 
other word besides “value.” Bookkeeping does not keep up with 
value, it keeps up with costs. 

Mr. Davis. All right, costs. I amend my statement. 

Mr. Stietenroth, did you, as principal financial officer of Mississippi 
Power & Light have any formula by which you determined the value 
of deferred taxes for accelerated amortization ? 

Mr. Srierenroru. Yes. As I have testified, over a period of 7 or 8 
years the company will be able to, some people call it save, or defer 
Federal income taxes to the extent of $7 million or $8 million. Mr. 
Rex Brown asked me to make a computation of the value, that is based 
upon some assumed rate of interest, the value of having this interest- 
free money. That is the way that I look upon deferred taxes arising 
out of rapid amortization as being, and it is just simply, they will let 
us withhold from the Federal Government this $7 million or $8 million 
over a period of 7 or 8 years and then we will start to pay it back 
to them. And then we will start to pay it back to them and over a 
period of 25 or 30 years the money will be paid back to them, assuming 
that we stay in business which I believe we will be; and assuming 
that the Federal Government keeps on levying an income tax, which 
I believe it will. 

And if you want me to say the exact amount to be paid back is 
withheld I have got to make the assumption that future tax rates will 
remain about 52 percent. 

Mr. Davis. What it amounts to is this: It is as though the Govern- 
ment had given the company the use of money for a period of time 
interest free, is that right? 

Mr. Srierenroru. That is the effect of it. 

Mr. Davis. That has some value to the corporation, has it not? 

Mr. Srierenroru. It does. 

Mr. Davis. And did you develop a formula, and if so how did you 
develop a formula for reflecting this value, or determining this value? 

Mr. Srierenroru. Well, Ebasco tax department had prepared for 
our use, and other client companies, a formula for getting the value 
of the revised depreciation plan under the new Revenue Act. It 
seemed to me to be a similar case because the new revenue bill permits 
certain depreciations taken earlier as compared to what has been the 

ast practice. To that extent it is similar to rapid amortization. I 
Pdont say it is exactly, but I say it is similar. 

Senator Kerauver. What tax bill are you talking about, the one 
passed at the last session of Congress? 

Mr. Stierenroru. Yes, sir; the last session of Congress. 
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Now, following the formula as sent down by Ebasco, I computed 

the value of having this tax-free money and I came up with a figure 
of $3,525,859. I truly couldn’t understand that formula. It had 
some arithmetic in it that I couldn’t comprehend. 

So I set myself up a formula that I did understand and I took it 
and worked the value of the interest free money on my formula, and 
I reached a value of $13,107,334. So I had such a wide variation 
between $3.5 million and $13.1 million until I was dissatisfied with 
it so I sent that up to the tax department of Ebasco Services and 
said “Would you please reconcile this for me? I don’t understand 
your formula, but here is my approach to the problem and please 
reconcile it.” 

So they sent it back to me, and I don’t remember everything that 
is in this letter, but they said “Well, here is how it is reconciled 
and I can make you another calculation according to another formula,” 
which they did. And it developed a value for the same item of 
$25 .567.000. 

The Cuatrman. The documents will be introduced in evidence. 

(See exhibits 14 and 15, appendix, pp. 742, 746.) 

Mr. Davis. Let me see if I can clarify that with you, Mr. Steitenroth. 
As I understand it, a formula was developed on which to determine 
the value of these deferred taxes, which were being deferred for 
accelerated amortization, is that correct, sir? 

Mr. Srietenroru. That is correct. 

Mr. Davis. This formula was developed by Ebasco and sent to you, 
is that correct ? 

Mr. Srierenroru. It was sent to me in connection with a deter- 
mination of value of a different depreciation plan in connection with 
the new revenue bill. 

Mr. Davis. Now, when this formula was applied, what figure did 
you get? 

Mr. Srierenrornu. I got a figure of approximately $314 million, 
as representing the value at 6 percent per annum of withholding 
these taxes. 

Mr. Davis. As T understand it, sir, you were somewhat dissatisfied 
with this formula, and the result which came out of it, and you made 
your own estimate of it ; is that correct ? 

Mr. Strrerenrornu. That is correct. 

Mr. Davis. And what result did you get on the basis of your own 
estimate ? 

Mr. Srrerenrorn. $23,100,000. I am sorry; I am wrong. 

Mr. Davis. I thought you said $13 million. 

Mr. SrrerenrorH. $13,107,000. 

Mr. Davis. On the basis of the Ebasco formula, for determining 
the value of these deferred taxes, the result would have been $314 
million, but on the basis of your own estimate you achieved a figure 

of $13-plus million; is that correct ? 

Mr. Strerenroru. That is correct. 

Mr. Davis. Did you send this to Ebasco? 

Mr. Srrerenrorn. I did. 

Mr. Davis. Did you send them your result, the figure of $13-point 
something million ? 

Mr. SrrerenrornH. Yes. 

Mr. Davis. And what was Ebasco’s reply ? 
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Mr. StreTenrotu. Well, it is here. 

Mr. Davis. They arrived at still another figure ? 

Mr. Srrerenroru. They arrived at still another figure. 

Mr. Davis. What figure did they they arrive at? 

Mr. Srierenroru. $25,567,000. 

Mr. Davis. In other words, am I summarizing your testimony cor- 
rectly, sir, as follows: Ebasco sent you a formula on which to deter- 
mine the value of these deferred taxes, and you applied that formula, 
and reached a result of $314 million as the value of those deferred 
taxes; is that correct ? 

Mr. Srierenroru. That is correct. 

Mr. Davis. You were dissatisfied with this and made your own esti- 
mate and reached a figure of $13.1 million ? 

Mr. Srrerenroru. That is correct. 

Mr. Davis. And you sent your estimate back to Ebasco and they 
then sent you back a reply indicating that they had now reached a 
figure indicating a value of $25 million; is that correct? 

Mr. Srrerenroru. That is correct—$25,567,000. 

Mr. Davis. Well, did they admit the original formula that they sup- 
plied to you was inaccurate ? 

Mr. Strrerenroru. No; I don’t think that there is any admission of 
that in here. They said there are different ways to do it. 

Mr. Davis. Which figure was finally used ? 

Mr. Srrerenroru. There is no use made of it. What we were de- 
veloping the figure for is to be able to tell the public that the value of 
rapid amortization was roughly zero, and we concluded that maybe 
we had just better stop talking about the subject. 

Mr. Davis. Has Ebasco ever made any mistake or committed any 
errors ¢ 

The Cuatrman. Could he explain that last answer. I am confused 
about it. 

Mr. Davis. Could you explain that to the chairman ? 

The Cuarrman. What were you going to tell the rate users and the 
public? 

Mr. StrerenrotH. Well, there are some folks that have charged that 
this thing is a sort of a giveaway or windfall to the public utilities, 
and some of them have made some unjustifiable statements. In other 
words, some of them have said that the $7 or $8 million that is going 
to be withheld is just simply a giveaway, or a tax reduction, and that 
isn’t so if we assume that we are going to be in business, and that the 
Government is going to continue to tax income at about 50 percent. 

In other words, we will pay it back over a Jonger period of time. 
But the withholding of this money does have a very substantial value 
and it was thought that we should develop this paper to show that No. 
1, why we withheld $7 or $8 million, and we paid it all back. 

Therefore, there is no net savings to the company. 

No. 2, the value of the interest on the money would also be negligible, 
and therefore it was no windfall. 

But, when these figures came out, in this fashion, I just filed them 
away. 

Senator Kreravuver. Mr. Chairman, may I ask a question there? 

There is some provision in the latest tax bill that allows certain taxes 
to be deferred, is that correct, on the part of electric utilities or other 
utilities? Is that correct? 
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Mr. SrierenrorH. Now, you are asking me about normal deprecia- 
tion ? 

Senator Keravver. I am trying to find out wherein the tax bill has 

a change that allowed deferred taxes upon which you were basing 
your calculations. 
" Mr. Srrerenrorn. In the current new tax bill, as I understand it, 
corporations such as our company will be permitted to take deprecia- 
tion on a basis of taking larger amounts of depreciation during the 
early life of the property. 

Senator Burier. That is only on new property, newly acquired 
property, is it not? It must be newly created or built. 

Mr. Srrerenroru. Very likely so, and I can’t answer that. 

Senator Burier. It does not apply to any old property. 

Mr. Srierenroru. Probably not. Now, under our present way of 
taking depreciation, we take 314 percent per year on all of the depre- 
ciable property, on a straight-line basis. 

Senator Kerauver. Whether new or old? 

Mr. Srrerenrorn. Whether new or old, and regardless of what we 
set up on the books. But under the new tax bill, as I understand it, 
if Senator Butler says it relates to new property only, I will accept 
that, because I have no intimate knowledge of it ; corporations would 
be permitted to take depreciation on a basis other than straight line, 
which means that you would get larger parts of your depreciation in 
the earlier years, and to that extent you have got something in the 
nature of rapid amortization. 

Senator Kerauver. What you were figuring was what the value 
of this deferred tax was to the Mississippi Power & Light Co., based 
upon the interest rate of 6 percent; is that correct ? 

Mr. Srrerenrotu. That is correct. 

Senator Kerauver. So that these figures that you gave here, of 
$314 million and $13 million and $25 million, that did not represent 
the amount of the deferred taxes; that represented 6 percent of the 
amount that was deferred taxes? 

Mr. StrmerenrotH. In other words, it was the interest value of with- 
holding the taxes and paying it over a long period of time, and I know 
the first two computations are on that basis, and the other one is in 
there, and it will speak for itself. And I believe that it is on that 
same basis. 

Senator Burier. May I ask a question there ? 

The Cuarrman. Surely. 

Senator Krravuver. I just had about two more questions. So that 
actually the amount of the deferred tax on your $314 million would 
have been around $55 million, That is 6 percent of $50 million; 
(§ percent of $50 million would be about $314 million. 

Mr. Srrerenroru. That is not the way the interest is arrived at. 
You are withholding this money over a long period of time. You 
compute how much the value of it is for this year, and you had that 
back as if you had taken these funds and invested them and earned 
6 percent on it, and then each year you compound the 6 percent over 
a long period of time, and then you add up the value of all of the 
interest computations that you have made, and that is the way it 
comes out. 

Senator Kerauver. So that there is $314 million, and $13 million, 
and $25 million, and they would be the value to the company of 6 
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percent of the property over the time of the deferment of the tax; 
is that correct ? 

Mr. Srierenroru., It is the value of being able to have some interest- 
free money to the extent of seven or eight million dollars over a period 
of 25 to 30 years. 

Senator Butter. I just wanted to clear the record, Mr. Chairman, 
of just one point. 

Is it not true, Mr. Stietenroth, that the acceleration of depreciation 
has not always worked favorably to the corporation to which it ap- 
plies, especially if that corporation in the year of the greatest accelera- 
tion should happen to have a loss. Then, it completely loses all benefit 
of that, does it not? 

Mr. Srirerenroru. I would say that is not so, for at least this reason, 
because under the old tax bill, and I believe under the new tax bill, that 
you have got at least 2 years of carryback, so you have got to assume 
losses in, I believe, 3 years, Senator. 

Senator Butter. There have been periods of time in the history of 
the United States when that has happened and I know some corpora- 
tions that have suffered very badly by reason of taking their acceler- 
ated amortization. So it does not cut all one way, and it helps the 
Government in some instances, and it helps the taxpayers in other 
instances. But the primary purpose of it is to promote industrial 
development and create jobs. I think that is the underlying force, 
but I just wanted to point out for the record that it is not a windfall 
in any sense, and sometimes it cuts one way and other times it cuts 
another. 

Mr. Davis. At any rate, Mr. Stietenroth, did Mississippi show any 
loss during any of the years in question ? 

Mr. Stierenrotu. No, sir. 

Mr. Davis. Mr. Stietenroth, have you ever found any errors on any 
statements sent to you by Ebasco, in the course of Mississippi’s finan- 
cial relations with the Ebasco or tax relations with it? 

Mr. Srizrenroru. I have here an undated memorandum which I 
never pursued. 

Mr. Davis. Is this a memorandum made by you? 

Mr. Srrerenroru. Yes, it is in my handwriting, which I never have 
pursued any further because, as I have testified, the folks in New York 
had the tax books, and I didn’t have any control over them. There is 
an error on a certain schedule that I referred to in this fashion: 

Page 133, schedule 21 (c); page 3 of income tax depreciation questionnaire 
reply——— 

Mr. Davis. Do you have the dates on that? 

Mr. Srrerenroru. I have no date. 

Mr. Davis. Do you know what year that was? 

Mr. Srrerenroru. Well, these particular figures come out away 
back in the early history of our company, and I would say it is prob- 
ably the beginning of our company. I can’t answer you any further 
than that. 

But I observed that there were four figures which I will enumerate: 
Mississippi Electric Service, $9,994,170.05; Mississippi Central, $1,- 
096,425.37; Mississippi Delta, $931,531.44; C. E. Wright, $160,930.45. 
And the total property acquired, $20,424,839.87. 

I comment here that above figures do not balance: 


Please advise what makes up the difference of $8,241,728.56. 
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Mr. Davis. They sent you these figures? Ebasco sent them to you, 
is that correct ? 

Mr. Strrerenrorn. Either old Electric Bond & Share Co., they have 
been around the office for away out to the history of our company. 

Mr. Davis. Proceed. 

Mr. Srrerenrorn. Well, I observed that these 4 figures which were 
4 of our predecessor companies at the time of organization, that the 4 
figures totaled $20,424,000, but they don’t add to $20,424,000, and there 
is a difference of $8,241,782.56. 

Now, I believe that that is still in the book down there and I haven't 
checked it out, and I don’t know any more about it than what I have 
told you. 

Mr. Davis. Did you call this error to the attention of the service 
company ¢ 

Mr. Strrrenrotu. My memorandum suggests to me that I proceeded, 
or I started to do it, because it has got “Forbeck” across the heading 
of the paper in a manner that I would write him a penciled note, and 
1 don’t think that I ever took it up with him. I don’t know why that 
was done. 

Mr. Davis. Could we have a recess for 5 minutes ? 

The Caamman. We will take a recess for 5 minutes. 

( Brief recess. ) 

The Cuatrman. We will proceed, Mr. Davis. 

Mr. Davis. Before I turn to another line of questioning, Mr. Stieten- 
roth, do you have anything further to tell us about the inadequacies 
of the depreciation reserves ? 

Mr. Srierenroru. Yes, Mr. Davis. I think this should be added: 


Up through the year 1946, Haskins & Sells would qualify their cer- 
tificate to the company in these words: 


In our opinion, subject to the adequacy of the company’s property retirement 
service, as to which we are not in a position to express an opinion, the accompany- 
ing baiance sheet and statements of income and earned surplus fairly present 
the financial condition of the company at December 31, 1946, and the results 
of its operations for the 12 months ended that date, in conformity with generally 
accepted accounting principles and practices applied on a basis consistent with 
that of the preceding year, and the schedules fairly represent the required 
information. 


Now, that comes from a report to the Securities and Exchange 
Commission, on form 1-MD, item 10, for the annual report for the 
fiscal year ended December 31, 1946, of Mississippi Power & Light 
Co. 

Now, at that date, Haskins & Sells was recognizing, as it had since 
1932, that the adequacy of the reserve for depreciation, at that time 
called property retirement reserve, was highly questionable. It is 
my recollection that during the year 1947, we undertook to sell some 
securities and this sort of a statement was sent in, certification was 
sent in, to SEC, and SEC took the position that Messrs. Haskins and 
Sells had been auditing our accounts for 15 or more years, and if they 
didn’t know whether our reserve was adequate or not, then they ought 
to find out. And they ought to say whether it was adequate or not. 

Now, following the position taken by SEC, there was a conference 
held in New York which I participated in, and Haskins & Sells folks 
were there, and an attempt was made at that time to determine whether 
or not they could lift their exception. They decided that they could, 
after it was all over, and there is a a great big work paper that I 





POWER POLICY—DIXON-YATES CONTRACT 385 


call the ribbon paper because it has so many columns of patched-over, 
one on top of the other, and I have seen that, in recent years. Although 
they lifted this exception, in 1947, according to my recollection, still 
using these 50 years on generation rates, and 66 years on transmission 
property rates, and 40 years on distribution, that the Federal Power 
Commission still found us half-a-million dollars deficient in 1950 or 
L951. 

Mr. Davis. Then, as I understand it, until 1946, you say, Haskins 
& Sells in certifying your accounts to the SEC, did not certify as to 
the adequacy ot your depreciation reserves ; is that correct? 

Mr. SrieTenroru. That is correct, and in the sense of that thing is 
what they say is this to me: Now, it wouldn’t be to the public, but 
it is to me, 

We hereby certify that we have counted the cash, and we have seen the in- 
ventory of the bolts and nuts, but as to whether or not the corporation is solvent 
or not, we don’t know. 

That is what that exception means. 

Mr. Davis. This was up to 1946, is that correct ? 

Mr. Srrerenrorn. Yes, that is right. 

Mr. Davis. And the certification read : 

In our opinion, subject to the adequacy of the company’s property retirement 
reserves, as to which we are not in a position to express an opinion, the accom- 
panying balance sheet and statement of earned income and surplus, fairly rep- 
resent the financial condition of the company and the result of its operation for 
that period, in conformity with generally accepted accounting principles and 
practices applied on a basis consistent with that of the preceding year, and the 
schedules fairly present the required information. : 

Why was Haskins & Sells not in a position to express an opinion 
about the depreciation reserves, Mr. Stietenroth ? 

Mr. Strerenroru. Well, in the early years of the company, you 
remember I have testified that there was almost 100 percent writeup 
in the accounts and this writeup was just altogether with the hard 
property, and it was hard for them to find out how much property 
was subject to depreciation. 

Now, after the determination of original cost which was participated 
in by FPC and, I believe, in the year 1943, that information was de- 
termined, and I went back and reconstructed the plant accounts on 
the basis of original cost for all of those years back to the beginning 
of the history of the company. 

Senator Kerauver. Before you go on, I would like to ask one ques- 
tion about this piece of paper here. That is, apparently Ebasco 
added up the value of the properties of Mississippi Electric Service, 
and Mississippi Central, and Mississippi Delta, and C. E. Wright—— 

Mr. StrerenrorH. That is an ice company. 

Senator Kerauver. To be $20 million, which is an $8,241,000 more 
than these items actually add up to? 

Mr. Stierenroru. Yes, sir. 

Senator Krarvuver. Was this at the time when there was a transition 
from the old Electric Bond & Share to the Mid-South Utilities? 

Mr. Stierenroru. No, sir; this transaction undoubtedly occurred 
because of those names there, which were this company’s immediate 
predecessors back in 1927. As a matter of fact, the way I under- 
stood it, Bond & Share had control of the situation and had bought 
up the companies or owned the stock or some way or other had absolute 
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control over it prior to the time of this transfer of these properties to 
Mississippi Power & Light Co., our present company, back in 1927. 
The result was, and I think that $8 million represents the writeup. 

Senator Kerauver. It would seem to be inconceivable that anybody 
could make a mistake of $8,241,009 in adding up these 4 figures, par- 
ticularly a big outfit like Ebasco, or Electric Bond & Share. 

Mr. StrerenrorH. Well, I was thumbing that book one day, that de- 
preciation questionnaire reply, and I saw those figures in there, and I 
noticed that they didn’t add, because you can just look at them at a 
glance and see they don’t add up to $20 million. And then I noted 
down on that piece of paper and I have no recollection of ever asking 
Ebasco for any explanation on it. It was old, old stuff and I have 
enough current problems without raising up old ones. 

Senator Kerauver. Well, you have Mr. Forbeck here; is he with 
Ebasco? 

Mr. Srrerenroru. He is the tax man of Ebasco. 

Senator Kerauver. So anyway, as of that time, there was just an 
arbitrary increase in the valuation of these 4 properties, of $8,241,- 
000 by virtue of adding up the columns wrong, is that correct ? 

Mr. Srirrenrorn. ‘1 hat is right. 

Senator Kerauver. That would enable the holding company to issue 
stock or represent itself as having $8 million more property than it 
actually had? 

Mr. Strerenrotru. That had already been done on the books, and 
this is over in the taxbooks, and I think that what happened is that 
they knew that the properties had been put on the company books at 
$20,424,000, and, as a matter of fact, that is a figure that I remember 
as representing our beginning balance. I think what he got ahold 
of was the properties as it was on the old company’s books, and he 
just set them down, and apparently he forgot that they had been writ- 
ten up $8 million, and just miss-cued and re it down there. 

Senator Kerauver. I am interested in knowing who wrote up the 
value of the property $8,241,000. 

Mr. Srierenroty. That was done prior to my coming with the com- 
pany, and I came with the company in February of 1928, and the com- 
pany was already existing, with that $20,242,000 figure on its books. 
And I have gone back and reviewed it, and it is my understanding that 
Bond & Share through Electric Power & Light Corp. had gotten con- 
trol of these properties prior to August 1, 1927, and that they had put 
them altogether now and called them now Mississippi Power & Light 
Co. and in the process of moving the properties from one set of books 
to a new set i why it was written up at least that amount, and 
probably more than that. 

Senator Kerauver. By writing them up $8 million or more, that 
would enable the company to charge a larger rate, because it would 
appear that they had a larger valuation, is that correct? 

Mr. Srierenrotu. Yes, I would say, if you had a regulatory body 
that was looking at it and didn’t look below the surface, that that 
would be possible, and as I have testified there is no adequate regula- 
tion in Mississippi. Therefore, it would just follow the larger rate, 
and dividends were paid on the basis of the stock. 

Senator Kerauver. On the basis of a $20,424,000 amount? 
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Mr. Stierenrotu. On the basis of stock that was issued when the 
accounts were written up substantially, part of which is in that 
$20,424,000. 

Senator Kerrauver. Then, following the history of the company, 
from 1927 on to the time that it got under the control of Mid-South 
Utilities, has this $8,241,000 ever been deducted or taken out of the 
valuation of the property ? 

Mr. StrerenroruH. Yes, sir, the Federal Power Commission in 1943 
required that we take out all of the writeups that occurred in 1927, 
and all other dates to the extent that they could identify them. I 
have seen a breakdown of what we call the old basket figure, and it 
was integrated, and Louisiana was in it and Arkansas was in it and 
Mississippi was in it, and someone allocated to the Mississippi prop- 
erty a figure, and it showed that the old common-stock holder prior to 
1927 had in this business about $1,600,000, or $1,800,000, and I forget 
the exact figure. 

Now, I have seen the income accounts for the early years of this 
company, and you cannot determine net profit, subject to being paid 
out in the form of dividends, until you have set up at least reasonable 
adequate depreciation, and in some of these early years of this com- 
pany, the amounts of depreciation that were set up, in my opinion, 
was so inadequate until you would see just right on the surface that 
they represented nominal amounts of depreciation. 

But, we were going right ahead and paying dividends on the invest- 
ment and what the Federal Power Commission determined to be 
writeups, or watered stock, and I believe that if somebody should take 
the time to reconstruct the income accounts of this company for the 
years prior to 1933, that it would be shown if any sensible income ac- 
count should be set up for those years, that the common-stock holder 
had probably put in this business $1,600,000, or $1,800,000 ; and before 
any profits of the magnitude that they had withdrawn in the form 
of profits, that they had withdrawn either all or most of their invest- 
ment out of this business. 

Now, that raises a question of where do you get the earnings, where 
you can get the earnings by inadequate depreciation, and capitalizing 
maintenance. 

You can get the cash by selling $6 preferred stock to the citizens of 
the State of Mississippi. 

Senator Krravuver. In the beginning, Mr. Davis asked you if you 
ever knew of Ebasco making a mistake, and you have referred to this 
$8,241,000 item, which a 6-year-old schoolboy would see. Is that the 
same Ebasco that is running this operation now, that made this 
mistake ¢ 

Mr. StretenrornH. At that time, they called themselves Electric 
Bond & Share Co., but this present Ebasco is, as I understand it, a 
wholly owned subsidiary of the folks that were there at that time. 

Now, Mr. Forbeck wasn’t there when the mistake was made. 

Senator Kerauver. Anyway, it is the same organization now that 
it was when they made this $8 million mistake ? 

Mr. Srtierenrorn. It is the same organization, with a different 
corporate title, I believe. 
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Senator Burier. You do not mean to tell me that the same people 
are still there? 

Mr. Srierenroru. No, sir; but Mr. Bob Dodds is there. 

Senator Burier. The same company is in existence; is that what you 
are saying? 

Mr. Srizrenroru. I am saying that many of the people that were 
in the Electric Bond & Share Co., at this date, are up there in No. 2 
Rector Street now. 

Senator Burier. Asa matter of fact, did not Electric Bond & Share 
go through the wringer ? 

Mr. Srizrenroru. I understood that it did. 

Senator Burier. A lot of them left? 

Mr. Srierenrorn. I do not know that any of them left. 

Senator Burier. That is common knowledge. 

Senator Kerauver. Anyway, Mr. Stietenroth, of course 20 years 
would involve a large turnover in personnel, but this organization 
that made the $8 million mistake under another name is still the 
Ebasco Co. of today; is that correct ? 

Mr, Srrerenroru. That is my understanding. 

Senator Krrauver. The successor company ¢ 

Mr. Srrerenroru. Yes, 

Senator Kerauver. That is all. 

Senator Bur.ter. America is still America and we have made some 
mistakes in the past, too, but we still operate under the same name. 

Mr. Chairman, may I ask that that telegram be admitted in evidence. 

The CuairmMan. Several days ago, Mr. Jetferson Speck, of French- 
mans Bayou, Ark., testified here, the man who had run for Governor 
on the Republican ticket 2 years ago, and the man who handled Mr. 
Kisenhower’s campaign prior to the Chicago convention, and he made 
a statement: He was under oath when he made it. Here a telegram 
comes in, which Senator Butler is offering for the record and it is not 
under oath, and I wonder if you would have any objection, Senator— 
1 will be glad to put it in, provided it is under oath. 

Senator Burier. This telegram is not offered for the purpose of 
embarrassing anybody, and I have no idea that Mr. Speck came before 
this committee and intentionally made a statement that is not true. 
The telegram is not offered for that purpose. The telegram merely 
says that Mr. Davies, that Mr. Speck referred to, did not lose any busi- 
ness by reason of his connection with this company, or this company 
did not take any business away from him, or whatever the situation 
was, 

It is not introduced for the purpose of showing anyone has done 
anything wrong, but it is just trying to clear the record. 

The CHatrMan. We certainly want to accommodate the distin- 
guished Senator, and it will be admitted with the understanding that 
it is not under oath. 

Senator Burier. It is not supposed to be contradictory, and if the 
chairman will read the telegram it just says that Mr. Speck made a 
statement about Mr. Davies that Mr. Davies says is not true. I think 
that that is all right to admit. It is not for the purpose of embar- 
rassing Mr. Speck or getting him up for perjury or anything of the 
kind, 
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The Cuarrman. I think it would be well to have Mr. Davies supply 
us With an affidavit. 

Senator Bur er. I would be very happy to do that and I think 
Mr. Davis would be very happy to supply that affidavit. 

The CHairman. We will admit it and make it a part of the record, 
and if you can get an affidavit along the same line, it will be well. 

Mr. Davis will read the telegram. 

Mr. Davis. This is a telegram addressed to Senator John Marshall 
Butler, Senate Office Building, October 4, 1954: 

Recently the papers have carried statements made by Jefferson Speck, of 
Frenchmans Bayou, Ark., to the effect that relations between C. Hamilton 
Moses, chairman of the board of Arkansas Power & Light Co., and me were not 
good and because of Mr. Speck’s activities Mr. Moses had ceased doing business 
with me. I cannot understand the reason for the statements of Mr. Speck. I 
have always been a great admirer of Mr. Moses. We have been friends over 
a period of some 30 years and still good friends; there has never been any 
indication of any disagreement and no reason for Mr. Speck’s statements con- 
cerning our relations. I would like for this information to be put in the record 
in order that the committee will have the facts, 

Signed “F. F. Davies.” 

Senator Krrauver. Mr. Chairman, I have a matter I would like to 
present to the committee at. this time. As we all know, the Comptroller 
General is the watchdog for the Congress of the United States, and 
by law is charged with responsibility for protecting the Government 
from doing business with companies which engage in loose practices. 
Such as might be indicated by Mr. Stietenroth’s testimony, in con- 
nection with the Middle South Utilities Co., the Ebasco, and the Mis- 
sissippi Power & Light Co. It is my understanding that the Comp- 
troller General maintained a so-called blacklist of companies, which 
prohibits the various Government agencies from doing business with 
those on the blacklist. As such, Mr. Chairman, the Comptroller 
General should be kept informed on a daily basis of the progress of 
this hearing, in view of the impending contract between the Atomic 
Energy Commission and the Middle South Utilities or the Dixon- 
Yates made up of the Middle South Utilities and the Southern Co., 
to build a steam generating plant at West Memphis, Ark. 

I move, Mr. Chairman, that. we send the entire record of this 
hearing to date and the daily record on succeeding days, to the Comp- 
troller General of the United States in view of the testimony of 
possible violations of law, accounting practices which are apparently 
questionable from the viewpoint of protecting the Government’s in- 
terest, and the possible unreliability of company reports to the various 
interested Government agencies having jurisdiction over them. 

The CuHairmMan. It is carried. The motion is carried, and we will 
see that that is done. 

We will adjourn until 2 o’clock this afternoon. 

(Whereupon, at 12:30 p. m., the committee recessed until 2 p. m., 
the same day.) 

The CuarrmMan. The meeting will come to order. 

You may proceed, Mr. Davis. 

Senator Kerauver. Before Mr. Davis proceeds, I received a letter 
dated October 9 from Haskins & Sells which is their explanation 
about what happened when they were suspended by the SEC, which 
has some exhibits with it. In fairness, I would like for the letter, 
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together with the things attached to it giving their side of the con- 
troversy, to be made an exhibit along with the public document that 
was put into the record. 

I think I should say I had no personal knowledge about Haskins 
& Sells. All I did was to put a public document into the record 
in which the Securities and Exchange Commission found them guilty 
of certain improper or unethical practices and suspended them for 
10 days. I would like to make this letter an exhibit. 

The Cuairman. It will be filed as an exhibit. 

(Exhibit 16 not furnished in time for printing.) 

The Cuarrman. You may proceed. 

Mr. Davis. Mr. Stietenroth, you have testified that in recent years 
Mississippi Power & Light has leased a number of municipal electric 
systems ; 1s that correct ? 

Mr. Srrerenroru. That is correct. 

Mr. Davis. Can you tell us where these are located ? 

Mr. SrrerenrorH. We have leased the distribution properties of 
Gloster, Miss.; and the distribution and generating properties of 
Belzoni, Miss.; the distribution and generating properties of Pren- 
tiss, Miss.; and the distribution properties of Mendenhall, Miss. 

Mr. Davis. How long do these leases run for; do you know? 

Mr. Srrerenroru. Three of them run for 25 years and 1 of them 
for 5 years. 

Mr. Davis. Which is the last? 

Mr. Srrerenrorn. The 5-year lease is the Belzoni lease. 

Mr. Davis. Do you happen to know how many municipal electric 
plants existed in the State of Mississippi, say, some 20 years ago? 

Mr. Srirerenroru. Twenty years ago—no, sir. I cannot answer 
that. 

Mr. Davis. Do you know whether there has been a steady and 
rapid diminution of the number of municipally owned electric systems 
in Mississippi ¢ 

Mr. Srierenroru. I would not say in the last 20 years, but in the 
last 30 years there has been. 

Mr. Davis. Do you know how many there were 30 years ago? 

Mr. Strerenrotru. I could not answer. ; 

Mr. Davis. Can you explain why it has been the company’s policy 
to lease rather than purchase such public systems? 

Mr. Stierenroru. A long time ago the company did acquire, by 
purchase or assumption of debt, municipal systems, but in recent years 
it has been quite impossible, we will say, politically, to actually pur- 
chase the systems. But it seems that whereas the people would not 
vote to sell their system, they did approve a long-term lease on it. 

Mr. Davis. When you say it has been impossible politically, do you 
mean that it has been impossible to get referendums in which people 
would vote to sell the system ? 

Mr. Strerenrorn. That is the way we approached the problem; 
that if we just presented it to the people—I say we. If the local mayor 
and board of aldermen should present it to the people, it would not be 
approved. But it was approved in several cases to lease, not sell. 

_Mr. Davis. How many municipally owned plants of any substantial 
size are left in the State of Mississippi? Do you know, sir? 
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Mr. Strerenroru. Well, I will only talk about the western part of 
the State of Mississippi because I am not too familiar with the situa- 
tion in eastern Mississippi. 

Mr. Davis. That is the part covered by Mississippi’s power and 
light operation ? 

Mr. Stierenrorn. Yes. The only three of any size I can recall is 
Clarksdale, Greenwood, and Kosciusko. 

Mr. Davis. There are only about three municipally owned plants 
of substantial size left in Mississippi; is that correct? 

Mr. Strierenrorn. That is right. We have just recently made a 
proposal to Kosciusko for the lease of that one, but, so far, they have 
not accepted it. 

Mr. Davis. When you proposed to lease one of these municipally 
owned plants, is that subject to referendum, sir? 

Mr. Stierenroru. Yes. 

Mr. Davis. Is it your testimony that Mississippi Power & Light 
has found that it is possible to obtain a les ase of such a municipally 
owned plant through a referendum, but it is much more difficult to 
obtain the people’s approval for an outright sale ? 

Mr. Stierpnrotu. We have thought and acted upon that proposi- 
tion—that it would be impossible to get outright sale. 

Mr. Davis. Is that based upon experience of the company ? 

Mr. Strerenrorn. I cannot remember whether we ever let one of 
these transactions go to a vote on the basis of an outright purchase. 
Ordinarily, we are that close to the people that we can almost antici- 
pate that such a transaction would be turned down before we ever 
suggested that it go to a vote. 

Mr. Davis. When Mississippi Power & Light leases a municipal 
system, is that system then operated as an integral part of the com- 
pany’s system ¢ 

Mr. StierenrorH. Yes; it becomes a part of the system. We add 
property to it and take property down. The leases that we have 
permit us to remove properties from the basic system, which is actu- 
ally owned by the municipality, when we find it is inadequate or 
undesirable or for any other reason, as I recall it, that we think it 
ought to be removed. 

Mr. Davis. Under the terms of these leases, Mississippi Power & 
Light has the right to take away part of the property of the system 
or dismantle or discard some of the property; is that correct? 

Mr, SrizrenrorH. That is correct. 

Mr. Davis. And has the right to add to that property ¢ 

Mr. Strerenroru. That is correct. 

Mr. Davis. Let me ask you this, sir: For all practical purposes is 
there much difference between these long-term leases of these munici- 
pally owned plants and actually taking over the plant? 

Mr. Srrerenroru. Well, I have thought that our long-term lease of 
25 years, which is beginning to approach the life of a local distribu- 
tion system, was just tantamount to acquiring the property. 

Mr. Davis. It is tantamount to acquiring a property ¢ 

Mr. Stierenrorn. Yes; for practical purposes we have acquired the 
system. 

Mr. Davis. Does the company pay the city in such cases a stated 
annual rental for the use of the property ? 

Mr. Strerenrorn. Yes. 
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Mr. Davis. In determining a company’s offer to lease, what is the 
proposed annual rental based upon ¢ 

Mr. Srierenroru. The proposed annual rental is based upon many 
factors, but the principal factors are the revenue potential and our 
feeling of how much money it will take in the way of rent to get them 
to lease it to us. 

Mr. Davis. Are these proposed annual rentals based to any extent 
on some overall valuation of the property ¢ 

Mr. Srierenroru. I am sure we have never taken an inventory of 
the property. We do ride it out. That means we put an engineer 
and he goes around the town and sees the condition of the property. 
But except in a sort of a secondar y or remote sort of wi ay what we are 
purchasing is revenue potential. 

Mr. Davis. Is any account taken of the extent to which the city 
may have written off the cost or retired its bonds? 

Mr. Strierenroru. No. 

Mr. Davis. Is it necessary for Mississippi Power & Light to secure 
permission or approval from the Federal Power Commission when it 
leases such municipal electric systems ¢ 

Mr. Srierenrorn. I thought that it either was or ought to be. 

Mr. Davis. Has the company ever requested a ruling from the 
K'ederal Power Commission as to whether FPC approval is required 
for leases of municipal electric systems ¢ 

Mr. Strerenroru. Yes. Back about a year ago when there had been 
at that time only two transactions consummated, Mr. Garner Green, 
who was general counsel for the company, wrote a letter to the Fed- 
eral Power Commission, and I believe sent them a copy of the lease 
contracts and asked them whether or not they had jurisdiction of 
such transactions. 

Mr. Davis. By “them” you mean the FP(¢ 

Mr. Srrerenroru. Whether the Federal Dimes Commission had 
jurisdiction over such transactions. 

Mr. Davis. What was the Commission’s response ? 

Mr. Srrmrenrorn, The Federal Power Commission, according to 
a copy of a letter addressed to Mr. Garner W. Green—and it shows 
it was signed by Leon M. Fuquay, secretary. 

Mr. Davis. Of the Federal Power Commission ? 

Mr. Srrerenrorn. Yes. 

Mr. Davis. There is no date on that? 

Mr. Stirrenroru. There is no date on this copy of this letter. 

Mr. Davis. Can you fix the approximate date, sir? 

Mr. Stierenroru. This letter refers to Mr. Green’s letter of No- 
vember 5, 1953, and there is Mr. Green’s letter of November 5, 1953. 
And Mr. Green was referring to the matter on December 2, 1953, so 
it must be sometime between those two dates. 

Mr. Davis. Would you be good enough to read us Mr. Green’s letter ? 

Mr, Stierenrotu. Mr. Green’s letter ? 

Mr. Davis. Yes, and then the response from the FPC. 

Mr. Srrerenrorn. This is a copy of the letter dated November 5, 
1953, addressed to Secretary, Federal Power Commission, Wash- 
ington, D.C. 

Dear Str: We are attorneys for the Mississippi Power & Light Co., and in 


this connection most of this power is generated intrastate, but nevertheless it 
is a connected utility. 





POWER POLICY—DIXON-YATES CONTRACT 393 


Recently, the town of Belzoni, the councy seat of Humphreys County, had an 
election as to whether or not they would lease the municipality-owned plant 
to the company. The form of the proposed lease, which was authorized by the 
electors, is as per the enclosed. 

Our viewpoint was and, with deference, is that such a transaction is not 
subject to your approval by reason of the municipality being a party and 
Mississippi having authorized that to be done within Mississippi, and further- 
more, because the operation at Belzoni is substantially domestic distribution. 
There is one industry there—the Humphreys County Oil Mill—that does take 
some power and whose products in party may not find their way into commerce, 
but notwithstanding, as the lease is under the State authority, our advice has 
been and is as above stated; however, if it be that the Commission thinks other- 
wise thereas to as was the case with reference to leasing from the gas districts 
the distribution systems, we will, of course, cheerfully conform. 

Yours very truly, 
GARNER W. GREEN. 

Carbon copy, Judge A. M. Nelson— 
who was an office attorney, and— 

Mr. R. B. Wilson— 


who at that time was vice president and is now president of Missis- 
sippi Power & Light Co. 

Mr. Davis. Let me see if I have that straight, sir. As I under- 
stand it, Mississippi Power & Light wanted to lease a municipally 
owned plant at Belzoni? 

Mr. Strrerenrotu. Yes, at Belzoni. 

Mr. Davis. And it was apparently the opinion of the counsel to the 
corporation that FPC approval was not necessary / 

Mr. Stierenroru. That is correct. 

Mr. Davis, Nevertheless, in order to make sure, he wrote a letter 
to the Federal Power Commission asking whether FPC approval 
was required; is that correct ? 

Mr. Strirrenrorn. That is correct. 

Mr. Davis. And there is some reference to gas leases. When a gas 
distribution system is leased by Mississippi Power & Light or any 
utility, is Federal Power Commission approval required of such lease, 
do you know ¢ 

Mr. Srierenrotu. Well, up until about 1951 or 1952 we were in the 
gas business for many years, and the Federal Power Commission did 
not act upon any claim of jurisdiction over our properties. As a 
matter of fact, in 1942 we filed an application under the old grand- 
father clause of section 7 of the Natural Gas Act wherein we were to 
have certificates of convenience and necessity to cover all of the prop- 
erties that we were then operating. We told them at that time in the 
alternative that we hereby make application for a certificate of con- 
venience and necessity which we do not believe we need, but if you 
think we do, why then send it to us. 

Mr. Davis. Let me ask you again: Do you know whether Federal 
Power Commission approval is required for lease of gas distribution 
systems ? 

Mr. Srierenrotu. The FPC did not take jurisdiction over us in all 
that many years, but when we leased some gas-distribution properties 
in the last year or so-just prior to the time we went out of the gas busi- 
ness, the Federal Power Commission took jurisdiction over us as a 
result of those leases. 

Mr. Davis. Is it correct to say that Federal Power Commission. ap- 
proval was required for the lease of gas distribution systems ? 
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Mr. Srrerenroru. Was required, and we complied. 

Mr. Davis. Now I turn to the problem of leasing municipal electric 
systems. Your counsel apparently was of the opinion that approval 
was not required in the case of municipal electric systems, although 
apparently Federal Power Commission approval was required as to 
gas-distribution systems; is that right? 

Mr. Stierenrotu. That is right. 

Mr. Davis. And he wrote a letter to the Federal Power Commis- 
sion asking for a ruling of advice; is that correct? 

Mr. Strerenroru. That is correct. 

Mr. Davis. What did the Federal Power Commission respond ? 

Mr. Srierenrotu. The Federal Power Commission addressed a 
letter, of which I was unable to get the date, to Mr. Garner W. Green, 
and this is the letter: 


ExHIsiT 17 


This is in reply to your letter of November 5, 1953, in which you inquire 
whether Mississippi Power & Light Co.’s proposed lease of the electric plant and 
distribution system of the town of Belzoni for $67,500 per year is subject to the 
approval of this Commission. It appears that the transaction is subject to the 
provisions of section 203 (a) of the Federal Power Act (16 U. S. C. 824b). 

As Mississippi Co. is a “public utility” under section 201 of the Federal Power 
Act, by the proposed transaction it will merge or consolidate its facilities with 
those of another “person” within the meaning of section 203. The fact that the 
facilities to be acquired by lease appear to be local distribution facilities and the 
party disposing of them is not a “public utility” subject to this Commission’s 
jurisdiction has been held not to remove the transaction from the Commis- 
sion’s jurisdiction (Pennsylwania Electric Company (9 F. P. C. 91, 94-100; 84 
PUR NS 97, 99-105) ; affirmed on other grounds as Pennsylwania Electric Com- 
pany v. F. P. ©. (188 F. 2d 763)). There are enclosed copies of three recent 
orders chosen at random, where the Commission has approved acquisition of 
facilities not finding that the party disposing of the facilities was subject to its 
jurisdiction (Wisconsin Michigan Power Company (Docket No. E-6491) ; Cen- 
tral Vermont Public Service Corporation (Docket No, E-6477) ) 

Mr. Davis. Why not skip the citations, and we will put the letter 
in the record. 

Mr. Srrerenrornu (reading) : 

Furthermore, the fact that the lessor of the facilities is a “municipality” 
would not appear to affect the Commission’s jurisdiction. Nor would State ap- 
proval of the transaction do so. In the three Commission orders referred to 
above, State approval of the transaction is set forth. 

The fact that the merger or consolidation is by lease rather than by purchase 
also seems to be immaterial under the language of the statute, and in practice 
the Commission has approved the acquisition by lease of electric facilities. 

Very truly yours, 
Leon M. Fuquay, Secretary. 

Mr. Davis. May we have those letters and enclosures made part of 
the record ? 

The Cuatrman. They will be made part of the record. 

Mr. Davis. The gist of it is that Federal Power Commission ap- 
proval was required where such municipally owned plants were 
acquired by lease ? . 

Mr. Srrerenrorn. That is correct. 

Mr. Davis. They, in effect, were overruling the opinion of your 
general counsel ? 

Mr. Stierenroru. That is correct. 

Mr. Davis. Was such approval sought from the Federal Power 
Commission ¢ 

Mr. Stierenrotu. No. 
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Mr. Davis. Was it ever obtained ? 

Mr. Strerenroru. No. 

Mr. Davis. Can you tell us what did happen as a result of this 
letter ? 

Mr. Stierenrorn. After this correspondence was exchanged—lI will 
have to tell you what I know about it without particular reference to 
the rest of the correspondence. However, it does pertain to it and you 
can follow the thread of what I will describe. 

About the time that this exchange of correspondence occurred, I was 
in New York in connection with the sale of some 4.36 percent preferred 
stock which was sold in February 1954. We were putting a registra- 
tion statement in before SEC, and the fact that we had leased some 
paagattian which the Commission had said that I have got jurisdiction 
of that matter and we had not complied or had done nothing toward 
getting FPC approval, either before we did the transaction or subse- 
quent to the transaction, it seemed to me that the least we ought to do 
was to make a disclosure in the registration statemnt. 

However, as I recall it, there was no disclosure of that transaction 
in the registration statement. But when the Federal Power Com- 
mission took this position, Mr. Green proceeded to develop cases that. 
he thought would support his contention that the Commission did not 
have jurisdiction, although they had claimed jurisdiction and we had 
filed request for permission to lease the gas properties. 

But coming back to the immediate matter, I was in New York. I 
was talking to Mr. Paul Cannaday. This matter was up for discus- 
sion. The gist of the discussion was this: That Mr. Cannaday said 
that he was going to ask Mr. Rex Brown, the president of our com- 
pany, to go to Mr. Green and ask him to drop this matter. I sug- 
gested to Mr. Cannaday—— 

Mr. Davis. By “this matter” you mean the matter of seeking ap- 
proval of the FPC? 

Mr. StierenroruH. Yes; get out of this transaction altogether. 

Mr. Davis. Do you mean cancel the lease’by getting out of this 
matter ? 

Mr. Srizrenrotu. No; just don’t write any more letters to the 
Federal Power Commission. I told Mr, Cannaday that I was very 
close to Mr. Green, and would he think it desirable that I should 
discuss the matter with Mr. Green. Hesaid,“No.” I believe he said, 
meaning no disrespect, “This is a matter in which we do not want to 
send any boys to the well. We want to send a man because we want 
Garner stopped.” 

Mr. Davis. Garner Green? 

Mr. Srrerenrotn. Garner Green. 

Mr. Davis. By “stopped” do you think that meant stopped from 
going to the Federal Power Commission ? 

Mr. Srrerenroru. Stop this series of correspondence exchanging 
between the Federal Power Commission and our general counsel, Mr. 
Garner Green. 

Mr. Davis. Who is that fellow? 

Mr. Srrerenrorm. Mr. Cannaday. Paul Cannaday is vice presi- 
dent of Middle South Utilities. 

Mr. Davis. What happened subsequent to that ? 

Mr. Strerenroru. I do not know just how it was reached. I am 
pretty sure I discussed this point with counsel. 
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Mr. Davis. You mean Mr. Green ? 

Mr. Strerenrorn. No; Reid & Priest is counsel, Mr. Sigmund I. 
Barber. Somewhere in the back-and-forth discussions of it, it was 
decided that no disclosure was necessary. 

Mr. Davis. Was approval ever sought ? 

Mr. Srrerenrotu. It was never sought. 

Mr. Davis. None was ever granted ¢ 

Mr. StrerenrotH. Therefore, it was never granted to us. 

Mr. Davis. All this in the face of a ruling by the Federal Power 
Commission that FPC approval was necessary ? 

Mr. Srierenrorn. That is right. The rest of Mr. Cannaday’s con- 
versation was to this effect : “Let’s stop Mr. Green from participating 
in this matter, and we will handle it directly with the Commission.” 

Mr. Davis. Do you know whether Middle South handled this di- 
rectly with the Commission ¢ 

Mr. Strerenrorn. No, sir. I lost track of it at that point. As far 
as I know, nothing ever was done about it. 

Mr. Davis. Do you know whether Mr. Green ever went back to the 
FPC? 

Mr. Strerenroru. No. 

Mr. Davis. Do you know whether he communicated with them in any 
way in regard to this matter ? 

Mr. Srierenrorn. I am pretty sure I didn’t. If he did, he didn't 
send me copies of the correspondence. 

Mr. Davis. Would you have known if he did as an officer of the 
vie) ape ¢ 

Mr. Stierenrorn. I should have been informed of it. 

Senator Kerauver. Do you know Mr. Cannaday was advising Mr. 
Green to violate the FPC law by not seeking permission ? ? 

Mr. Srrerenrorn. No, sir; I do not think he advised Mr. Green in 
those words to do anything. What he was saying to me that he 
intended to do when I talked to him was that he was going to get Mr. 
Rex Brown, the president of our company, to go to Mr. Green and call 
to Mr. Green’s mind that he had been carrying on some exchanges 
of correspondence regarding the jurisdiction of. the Federal Power 
Commission over Mississippi Power & Light Co.’s leasing of proper- 
ties, and the Federal Power Commission had laitihen jurisdiction. 
Now what was desirable to do was for Mr. Green to discontinue any 
and all activities with respect to this matter and that it would be 
handled directly by someone in New York. 

Senator Kerauver. No permission was ever sought and none was 
ever granted ? 

Mr. StretenrorH. Not to my knowledge. 

Senator Keravver. Are the citizens of a municipality required to 
vote on the question whether their public electric system shall be 
leased to the corporation ? 

Mr. Strerenrorn. Yes. 

Senator Keravuver. Do they pass upon such a question on the basis 
of knowledge of the company’s actual proposition ? 

Mr. Srrerenrorn. They pass on it on the basis of whatever the 
municipal fathers determine to put on a ballot. I cannot answer that 
question. 
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Senator Keracver. Was there recently such a vote taken by the 
people of Clarksdale, Miss., or is there one being proposed in Clarks- 
dale? 

Mr. Stierenroru. I have a faint recollection that in the last 2 or 
3 years our company has been undertaking to lease a Clarksdale prop- 
erty. Whether there was ever an official vote or whether it was a 
straw vote or what it was, I do not have any clear recollection. How- 
ever, Whatever it was, our proposition was turned down. 

Clarksdale is one of the largest: municipal properties that has not 
been leased. Of course, the company is interested in leasing such a 
property. 

Senator Kerauver. Do you know whether the company has sought 
to make any arrangements with local business interests to further the 
company’s interest in a favorable vote on such an issue in Clarksdale? 

Mr. Stierenroru. Well, it is my recollection that we have. Just 
how it is handled, I do not know. However, looking toward a future 
vote, this occurred in the last rather relatively few months. One day 
Mr. R. B. Wilson, who is now president of the company, asked me 
to accompany him up to Clarksdale, that he had a matter up there that 
some local real-estate agent wanted to discuss with us or we wanted 
to discuss with him. 

Senator Kerauver. Do you know the name of this real-estate agent? 

Mr. Srierenroru. I cannot tell you the name of the real-estate 
agent because I have forgotten. If I saw a list of all the real-estate 
agents in Clarksdale, I think I would recognize it. If I did not, I 
would recognize the place of business because Clarksdale is not that 
big. 

Now, we went to the offices of this real-estate agency, I will call it, 
because there were two men that I understood were partners there. 
The matter we discussed was something about like this: That these 
local gentlemen felt that. our cause was proper and that they wanted 
to help us. However, they needed some help, too. It is my recollection 
that their proposal was that we would advance $100, 000 toward the 
purchase of some real estate that they wanted to buy into at that time 
because if they waited a couple of years they thought that the price 
would go up. 

They seemed to think that the company could, say, in a couple of 
years, be repaid its $100,000. However, it was their hope and ex- 
pec tation that it would be interest-free money. The proposal was that. 
we enter into such a transaction and from their viewpoint that they 
would in turn sponsor our lease of the plant locally. 

That just did not sound exactly abt to me and I told the gentle- 
men I personally would be very glad to do anything we could electri- 
cally, but before I left them I “told him I did not think the company 
could conceivably enter into such an arrangement, however desirable 
it may be from the standpoint of getting a municipal property. 

Senator Kerauver. At least not legally, i in your opinion ? 

Mr. Srierenroru. I did not think we could do it legally, and I told 
Baxter Wilson we ought not to touch that one with a 10-foot pole. 

Senator Kerauver. Did you touch that one? 

Mr. SrrerenrotH. No; we did not. 

Senator Kerauver. These commitments were never carried out to 
the realty company ? 
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Mr. Stierenrorn. We had no commitment to the realty company. 
I inquired subsequent of Baxter Wilson. I said a few days later, 
“What happened to our trip to Clarksdale?” It was my understand- 
ing he was in almost constant touch with Edgar Dixon in regard to 
the matter. I think that Mr. Dixon, as it was related to me, also 
thought that was too hot to handle. Therefore, we discontinued any 
efforts in that direction through our company. 

This was said to me, and beyond quoting that which was said to me, 
I know nothing more about it. The strategy was that Mississippi 
should withdraw and that Middle South, through Mr. W. T. Wynn, 
would come back into the picture and in some manner would be able to 
do that which those local folks were requiring of us for their help 
in this municipal lease matter. After that I had no further informa- 
tion on that subject. 

Senator Kerauver. At any rate, the purpose of this maneuver or 
approach to the realty company was to further the interest of the cor- 
poration in a favorable vote; is that correct? 

Mr. Strerenroru. That is right. 

Senator Kerauver. Is this in any sense typical of attempts by the 
corporation to influence public opinion or develop a favorble vote 
in such instances ? 

Mr. Srierenrotu. I have never known any such transaction of this 
exact type. 

Senator Kerauver. Does the company maintain cordial relations 
with the local and county newspapers ? 

Mr. Srrerenrorn. Yes. 

Senator Krerauver. How cordial ? 

Mr. StrerenrorH. We have Dixie Advertisers to place all of our 
advertising, and for a company the size of ours I have always thought 
our advertising budget was quite substantial. I have observed it ap- 

ears that it is quite flexible, too, in that the budget overall may not 
e increased for the year, but if we have a particular political trouble 
in one area, we might shift some advertising into that area. 

Senator Kerauver. You mean increase it ? 

Mr. Strerenrorn. Increase it. Another way the cordiality of the 
relationship is maintained, we have a man who is on Dixie Adver- 
tisers’ payroll—I say we have him. I think he is their employee 
but he gets some $16,000 a year from the company for salary and ex- 
penses. He goes around and attends press conventions and just talks 
quite continuously with the newspapers in the western part of the 
State of Mississippi. 

Mr. Davis. Do you furnish any mat service to newspapers? 

Mr. Strerenroru. Yes. 

Mr. Davis. Can you explain what mat services are? 

Mr. Strerenroru. Mat service, as I understand it, is our public re- 
lations man or this Dixie Advertiser will write up the story and have 
it reduced or put upon a mat. Then instead of just sending out news 
items to the advertisers, it is sent a mat. Also, once you get the mat, 
then you either use it or you put it in the wastebasket because I don’t 
think there is any way to patch a mat. Since the small newspapers 
already feel pretty kindly toward us and because also it costs them 
money to prepare a mat and get this linotype put on a press, it saves 
them some money. In all probability they will publish our stuff in 
that form. 
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Mr. Davis. Is there any local printing done in the State of Mis- 
sissippi for the corporation by any newspapers 

Mr. Srierenroru. The largest printer in Mississippi, or the one 
who gets the most of our business, is the Medaman Bros. in Jackson, 
Miss. The Medaman Bros. are in a different corporation and under 
. different name. They own the Jackson C larion-Ledger and the 

Jackson Daily News, and WJTV, channel 25, a TV station. 

Mr. Davis. Are there any other newspapers in the State that do 
printing for the company ¢ 

Mr. Srierenroru. Yes. We send out part of our printing business 
to almost any person who has a press in the State of Mississippi, the 
western half. 

Mr. Davis. Is it correct to say that the company tries to spread its 
printing expenditures over all who possess printing presses and 
publish newspapers, sir ? 

Mr. Srrerenroru. Yes, sir. We make a very determined effort to 
spread that business over the properties. 

Mr. Davis. Is that done in an effort to advance cordial relations 
with the newspapers of the State ? 

Mr. Strerenroru. Yes. You know if the local newspaper is get- 
ting printing business and advertising, also being called on regularly 
and kept informed, the relationship is quite cordial. 

Mr. Davis. Mr. Stietenroth, have you ever as a principal officer of 
the corporation been requested to grant any broad powers of attorney ? 

Mr. Srierenrorn. Yes. I believe there is still conceiv ably out- 
standing at this very moment—it might be in the hands of the Secu- 
rities and Exchange Commission. It might be in the hands of Ebasco 
Services, Inc. It “might be in the hands of Reid & Priest, attorneys. 
It might be in the hands of Middle South Utilities. 

There was in the very recent past—and I have not done anything to 

cancel it as to me, but I would like at this time to do that which is 
necessary to cancel a very, very broad power of attorney that runs 
both to me and from me. 

Mr. Davis. Who requested you to issue this power of attorney ? 

Mr. Srierenrorn. As a part of each financing transaction—I think 
this is probably without exception—we, the officers and directors of 
Mississippi Power & Light Co., have been authorized at a board meet- 
ing, at the suggestion of someone in New York, to execute a very, very 
broad power of attorney. This present one—let me read something 
I have prepared here that I want transmitted to the Securities and 
Exchange Comanlanieo. I think you will get the whole idea. 

Mr. Davis. You are reading from some of your own notes now? 

Mr. Stietenrotu. This is something that if I had the time and the 
means of doing it I would address a letter or communication to the 
Securities and Exchange Commission right now: 

SECURITIES AND EXCHANGE COMMISSION, 
Washington, D. C.: 


There is in existence an almost blanket power of attorney running to R. I. 
Brown, R. B. Wilson, and J. D. Stietenroth authorizing said persons, jointly 
or severally, to act for and in behalf of Mississippi Power & Light Co., its officers 
and directors, in relation to the call or refund or exchange of the $6 preferred 
stock of Mississippi Power & Light Co. as covered by a registration statement 
pending before you. Said power of attorney was delivered into the possession 
of Middle South Utilities, Inc.; Ebasco Services, Inc. ; or Messrs. Reid and Priest, 
attorneys, immediately after it was executed by the officers and directors of 
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Mississippi Power & Light Co., as has always been the practice in connection 
with the registration and sale of securities by Mississippi Power & Light Co. 

The undersigned does not know whether said power of attorney has been 
filed with you or not or whether same is still in the possession and under the 
control of Middle South Utilties, Inc.; Ebasco Services, Inc.; or Messrs. Reid 
& Priest, attorneys. However, the undersigned herein gives notice that he 
withdraws his signature from said power of attorney granting to others the 
power to act for and in his behalf and further gives notice he repudiates the 
power running to him to act for and in behalf of Mississippi Power & Light Co., 
its officers and directors. 

Signed, “J. D. Stietenroth.’ 

Mr. Davis. As I understand it, you are referring here to a power 
- attorney which grants to the three designated persons the power, 
broadly speaking, to act for or on behalf of the corporation ? 

Mr. Strerenrorn. Yes. 

Mr. Davis. You are one of the three designees ? 

Mr. Srrerenrorn. Yes. 

Mr. Davis. This power has been granted by the directors of Mis- 
sissippi Power & Light, is that correct # 

Mr. Strerenrotu. That is correct. 

Mr. Davis. Were you a signatory to the granting of this power? 

Mr. Strerenrorn. I was. 

Mr. Davis. Did you sign of your own free will? Was this your 
idea ? 

Mr. Srrerenrorn. It was not my idea, but nobody held a stick over 
me and made me sign it. 

Mr. Davis. Were you told to do this? 

Mr. Stierenroru. The directors ordered it. Yes, they did. 

Mr. Davis. Were you disturbed about the broad power granted ? 

Mr. Srrerenrorn. I have always, throughout the years, wondered 
from where I am sitting how in the world the SEC would receive 
and let us act upon a power of attorney wherein, as I recall the 
language of it—it was that broad—I could sign the directors’ names, 
I could sign the president’s or vice president’s name. I was already 
secretary and treasurer myself. So I believe that power of attorney 
was that wide that it just put me ina position to do all of those things. 
But I was not the only one that could do it. Mr. Brown could have 
signed my name or any director’s name or anybody else’s name that 
is needed to come before the C ommission, and Mr. Wilson could have 
done the same thing. I have a strong impression that it was joint 
or several. 

Mr. Davis. Was there any limitation whatsoever on the power 
granted ? 

Mr. Strerenrorn. The only limitation as I recall it is that it 
related to the registration statement that was to be filed with the 
Commission in regard to the $6 preferred stock matter. 

Mr. Davis. And as to that registration statement, as I understand 
it, full power was given to the three designees to “act for or on behalf 
of” the corporation or its directors, is that correct? 

Mr. Strerenrorn. That is my recollection. 

Mr. Davis. Do you think this was somewhat of an abdication of the 
directors’ function in this respect ? 

Mr. Srrerenroru. It seemed to me not only directors had sort of 
abdicated in my favor, but I had abdicated my offices in the other 
favor; that is, to Mr. Brown and Mr. Wilson. 
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Mr. Davis. You stated that this very broad power of attorney 
was delivered to Ebasco, is that correct ? 

Mr. Strerenroru. I do not know where it was sent, but it was sent 
to either Ebasco or Reid & Priest. 

Mr. Davis. Have you issued any broad powers of attorneys on your 
own at the request of New York? 

Mr. StrerenrorTH. Yes, I have. I don’t know how many are out- 
standing, but I have throughout the years executed pow = of attorney 
so that folks could look after our income-tax matters. I do not even 
know what the words are or who has them, but I did have one par- 
ticular occasion when a very pointed request was made of me to 
execute a power of attorney about January 30, 1952. I prepared this 
memorandum at that time and just put it away in the files. This was 
the situation, and I can read what I wrote here rather than try to 
relate what I remember about it. 

Mr. Davis. When was that written? 

Mr. Strerenroru. About January 30, 1952. 

Mr. Davis. Have you been all of that time figuring some day you 
would come here and do what you are doing now ¢ 

Mr. StrerenrotTu. Let me read this, sir. 

Mr. Davis. Do you mind answering that question ¢ 

Mr. Stierenroru. I do not really know, Senator, how long I could 
take it. 

Mr. Davis. It is very apparent since January 1952 that you had this 
in your mind some day you would come before Congress or somebody 
else and testify against your employer. Has that been in your mind 
all that time and before that? 

Mr. Srrerenroru. No, sir. 

Mr. Davis. Why would you make notes of this kind if you didn’t 
have that in mind? 

Mr. Srrerenrorn. I made this note at a time that I should have sent 
it to Mr. Rex Brown, the president of the company at that time; but 
if I had sent this note to Mr. Brown, president of our company at that 
time, I would have been fired at that time. 

Mr. Davis. Do you not think you should have been if you turned 
against your company and was working against it ¢ 

Mr. StrrerenrotH. I have never turned against my company, 
Senator. 

Mr. Davis. You do not think you have now ‘ 

Mr. Strerenrornu. I have not. 

Mr. Davis. That is your opinion. 

The CuarrMan. As a matter of fact, you are rendering a very fine 
public service right now in trying to protect your company, is that 
right? 

Mr. Srrerenrorn. That is my intention. 

Mr. Davis. You are under subpena here, are you not ¢ 

Mr. Strerenrorn. Yes. 

Mr. Davis. You understand that you are compelled to answer any 
relevant questions here under oath ? 

Mr, Strirerenrorn. I understand. 

Senator Butter. Let us not have shadow boxing. Did you ask to 
appear ? 

Mr. Srierenrorn. I did not. 

Senator Butter. Who started it? 
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Mr. Srrerenrotu. Somebody phoned me. 

Mr. Davis. I did, sir. I am willing to say that. I would like to 
add that Mr. Stietenroth was most reluctant to come. It took several 
days of persuasion and a subpena. 

Senator Burier. Have you any notes that antedate those notes ? 

Senator Kerauver. I do not think when a transaction comes up, a 
difficult question, there is anything unusual about writing your ideas 
down, what you thought. 

Senator Burxer. It all depends on what you are writing the memo- 
randum for. 

Mr. Davis. We have had a great many memorandums here. 

The CuarrMan. The record should show I asked the counsel to 
prepare the subpena and I ordered it before he ever came because he 
was reluctant to come. 

Senator Burier. I can see nothing unusual about the power of 
attorney. 

Who goes to the box of the company ? 

Mr. Srierenroru. Who does what? 

Senator Burier. Do you not havea safe deposit box ? 

Mr. Srrerenrorn. No, sir. 

Mr. Davis. I see nothing unusual about a corporate officer or any 
businessman keeping memorandums of transactions about which he is 
disturbed. 

Senator Burier. If he is disturbed to the point he has made up his 
mind some day he is going to come along and do what he is doing 
today, that is certainly not loyal to the person that happens to be pay- 
ing your salary at the time. 

Mr. Davis. That is a conclusion based upon an assumption I do 
not believe—— 

Senator Burier. The record is perfectly clear. Let us let the 
record stand as it is. I have not made any aspersions or insinuations. 
I merely put on the record that it is something that occurred to me 

that should be there. 

Mr. Davis. May I simply observe in conclusion there is nothing in 
the record to state that at this time the witness harbored any notion 
whatsoever of leaving the company. 

Senator Burier. I do not think so. I think there is something on 
the record that willclearly show. Let the record stand. 

The CnarrmMan. The record speaks for itself. 

Mr. Srrerenrorn. This is a memorandum I prepared about Janu- 
ary 1952, and it is addressed “R. I. B.,” who would be Mr. R. I. Brown. 
It was never delivered. 

Senator Burier. Because if it had been, you say you would have 
been fired ? 

Mr. Srrerenrornu. I certainly would have. 

Senator Burier. Do you think if you had been carrying on that 
kind of an activity, that it was such that your employer would fire 
you, that you ought to continue to do it and take the salary of the com- 
pany that is paying you? Do you believe that is right? 

Mr. Srierenroru. I certainly do. I shall also add that if my em- 
ployer is doing something or permitting something to be done that I 
elieve to be in violation of the laws of these United States, then it 
is something that—I am embarrassed I did not do this at that time. 

Senator Burier. It is your duty and obligation. 
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Mr. Srierenroru. But I did my job. 

Senator Burter. Your duty was to disclose, and disclose it immedi- 
ately, and not to keep on accepting the salary and staying in with 
the company that employed you and then coming up here 3 or 4 years 
later and putting this stuff on the record. 

Mr. Srierenrotu. This has nothing to do with the company that 
employed me. That was Ebasco Services, Inc., and Middle South 
Utilities. 

Senator Butter. Iam sorry I raised the point. 

Mr. SrierenrorH. This is a memorandum I prepared about Janu- 
ary 1952, addressed to R. I. B., who would be R. I. Brown, president of 
the Mississippi Power & Light Co. : 


Exurisit 18 


Attached is a copy of a letter dated January 16, 1952, which was sent to me 
by Mr. Lee K. Hallberg of the Ebasco, Washington, office. Also attached is a 
copy of a letter (power of attorney) written by me on January 30, 1952, to Mr. 
Hallberg. The language in my letter is exactly as requested in Mr. Hallberg’s 
letter of January 16, 1952. 

I interpret the power of attorney given by me to Mr. Hallberg as being suf- 
ficiently wide to put Mr. Haliberg in position to do anything that he wishes to 
do in regard to a rather important matter which may have a very substantial 
effect on the company’s income taxes. 

The circumstances leading up to the exclusion of this additional power of at- 
torney (I have executed many others until I do not even remember who has 
powers of attorney to represent the company in regard to tax matters) were as 
follow: 

Early in January 1952, Mr. Hallberg telephoned from Washington and re- 
quested a power of attorney to represent the company in regard to applications 
for amortization certificates. I did not know Mr. Hallberg (if I have met him, 
I do not remember the occasion) and I told him that I did not see any particular 
advantage in further extending our powers of attorney to handle company busi- 
ness, but if he just wanted authority to “pick up” (physically accept delivery of) 
certificates that had already been issued, that I would go ahead and execute 
such a limited power of attorney even though I saw no benefit or advantage 
from so doing because the Government could mail the certificates directly to us 
and we would receive them at the same time or possibly even sooner than if the 
certificate had been picked up by Mr. Hallberg. 

But I told Mr. Hallberg if he felt he just must have authority to represent 
the company by picking up the certificates or rejections that I would go ahead 
and authorize him to do so if he would draw up the necessary document to be 
executed. Mr. Hallberg’s letter of January 16, 1952, was the result of our 
conversation and the language of my letter of January 30, 1952, was the exact 
language proposed by Mr. Hallberg. 

Upon receipt of Mr. Hallberg’s letter and the form of the power of attorney 
which he sent—that is, “You are hereby authorized to represent the Mississippi 
Power & Light Co. in matters pertaining to filings for amortization certificates 
TA-6139 to 6144, inclusive, and 15531”—it was obvious he had gone back to 
his original position ; that is, he required of me a power of attorney which would 
give him blanket and complete authority to do anything that he desired to do in 
regard to the company’s applications for amortization certificates. 

I did not at that time execute the power of attorney, nor reply to Mr. Hallberg’s 
letter. Just a day or two before (about 2 weeks after receipt of Mr. Hallberg’s 
letter of January 16, 1952) on January 30, 1952, Mr. Hallberg called me again on 
the long-distance telephone from Washington and asked me whether or not I was 
going to furnish him with the authority he had requested of me and I again told 
him that I could see no particular need or advantage of him picking up certifi- 
eates or rejections because they could be mailed directly to us, and further that I 
felt that his draft of the power of attorney was so wide that I felt that it would be 
another step toward complete surrender, and then I changed and said this: 

“I should secure your approval or the approval of our board of directors be- 
fore I executed such an authorization as required of me by Mr. Hallberg.” 
Thereupon, Mr. Hallberg told me that he had discussed the matter with Mr. 
Cannady and that Mr. Cannady had told him to get in touch with me agairf (the 
third time) and to urge me to send him a telegram that very day authorizing 
Mr. Hallberg to act for the company in regard to these matters. 
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I told Mr. Hallberg that I would discuss the matter with you and let him 
know what you decided to do in the circumstances. Instead of bringing the 
matter to your attention, I did nothing for a day or 2 or 3, and finally on Janu- 
ary 30, 1952, I executed a power of attorney required of me by Mr. Hallberg, 
which Mr. Hallberg had advised me was in accordance with Mr. Cannady’s 
wishes and specific request. 

My decision to go ahead and execute the power of attorney required of me 
by Mr. Hallberg was influenced by the fact that many, if not most, of the other 
functions, duties, authorities of my office were already being performed and han- 
died almost exclusively by Ebasco under the authority of orders given to 
KXbasco and prior powers of attorney executed by me to carry out the intent 
of the orders given to them. 

I should like your approval of my actions. 

Mr. Davis. May we have this put in evidence and marked as an 
exhibit ¢ 

The CHAIRMAN. 

Mr. Davis. That memorandum was never sent to Mr. Brown? 

Mr. Strerenrornu. It was not. 

Mr. Davis. Why did you not send it to him? 

Mr. Srrerenrotu. I have already said that if I sent that to Mr. 
Brown, I would be doing the same thing I did on September 19. I 
would have been revolting against the absolute dictatorial powers 
that those folks in New York have had over us for many years. And 
I know that I would have been fired at that time. I can tell you one 
other reason why it was this year. My son was in school, and now he 
is in the marines, and I do not have to look after him. 

Mr. Davis. Mr. Stietenroth, was it common practice in the com- 
pany to have such broad powers of attorney issued by officers of the 
company ¢ 

Mr. Srrerenroru. I do not know. I have issued a good many. 

Mr. Davis. Do you regard that as good, sound business practice? 

Mr. Strerenrorn. | do not. 

Mr. Davis. I would like now to turn to another line of questions, 
sir. 

In your testimony the first day you referred to “company 
extravagances.” 

Let me have just a minute, please. 

The CuatrrMan. We will take a 5-minute recess. 

(Whereupon, a 5-minute recess was taken. ) 

The Cuarrman. Proceed. 

Mr. Davis. Mr. Stietenroth, in your testimony the first day before 
this committee, you referred and testified at some length to “company 
extravagances”; is that correct? 

Mr. Strerenrorn. Yes. 

Mr. Davis. And you testified that these increased the cost of power 
to consumers; is that right? 

Mr. Strerenrorn. I said all costs of Mississippi Power & Light Co. 
had to be paid by the ratepayers. 

Mr. Davis. You referred at that time to the cost of two lodges main- 
tained by the company # 

Mr. Srrerenroru. Yes. 

Mr. Davis. Were the costs associated with the maintenance and oper- 
ation of these lodges scattered or distributed among other company 
costs so it would be difficult to identify them ? 

My. Srrerenrotu. Well, it is very difficult to collect together costs 
where an effort has been made to buy things on separate vouchers and 
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rom separate vendors. But I touched upon the cost of the Ribeleto 
Lodge and I also told about the lodge that is up at the Delta stream 
station, both of them being electric plants i in service. 

[ did not tell you the details of Ribeleto. That is a lodge close to 
Jackson, about 20 miles from there. That lodge was originally owned 
by certain officers of the company, and I think these were in it: Mr. 
Rex ees Mr. W. B. Wilson, Mr. Lees Taylor, and Mr. Crockett. 
Mr. Crockett has subsequently gone with Mississippi Valley Gas Co., 
ind he | is no longer with the Mississippi Power & Light Co. 

It was originally a a privately owned lodge. Then a decision was 
reached and I believe approved by the board of directors whereby the 
company would purchase the Ribeleto Lodge. Sometime after it had 
been purchased by the company, a decision was made to enlarge it and 
expand it. About that time the Rex ee steam electric station was 
under construction by Ebasco and it came to my attention that the 
enlarging and expanding and improv cme of that property was being 
done with funds that we had turned over to Ebasco for the construc- 
tion of the steam plant. 

Well, when I heard that, I set up a howl and it was corrected to the 
extent that the charges would be identified as not relating to the steam 
plant. I believe it was put in an appropriate electric plant inservice 
account. There were some other things that were done out of funds 
that were advanced to Ebasco for the construction out there that I 
cannot give you the details of, but they can be had. One of them was 
some work which I believe had an invoice rendered for it, that the 
personnel or equipment or some or all of it was used at Mr. Rex 
Brown’s farm and an invoice was rendered for an amount to cover 
that cost. 

Mr. Davis. Invoice rendered to whom ? 

Mr. Srrerenrorn. To Mr. Brown. 

Mr. Davis. With regard to the operating and maintenance costs of 
these lodges, sir, can you point out some specific accounting items to 
which the costs associated with these lodges were distributed? For 
example, how about the furniture for the lodge? How was that car- 
ried on the books? 

Mr. Strerenroru. I do not believe I can identify the furniture, or 
all of it at least, on the books as such. Either somebody told me or 
in some way it came to my attention some of the furniture at Ribeleto 
was purchased in the form of a trip somewhere on an expense account. 
That is the best I can say. 

Mr. Davis. Do you know anything about that, sir? 

Mr. Stierenrotu. I can only tell you—you see, this is several years 
and I can only tell you at that time I was told or saw something that 
there was an expense account, and it says a trip from here to yonder 
and back again, and that was supposed to represent the furniture or 
at least a part of it for Ribeleto. 

Mr. Davis. You do not remember who told you ? 

Mr. Srrerenroru. I do not remember. 

Mr. Davis. How about the food costs at the lodge? How were they 
carried ¢ 

Mr’ Srierenrorn. Here is a memorandum of cash voucher 7—1251, 
dated July 30, 1952, Jitney gp me No. 14, $754.48; Ribeleto Lodge 
supplies, month of July 1954, 1 do not represent that is typical, but 

§2390—54—pt. 2—-15 
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similar invoices are throughout the company’s cash vouchers. I do 
believe in the month of July, around the 4th, there was a picnic out 
there when some company employees and maybe their families—a 
much wider group than had ever been invited before did attend. 

Mr. Davis. What does “Jitney Jungle, No. 14” mean? 

Mr. Srrerenroru. That is a grocery. 

Mr. Davis. This is a copy of a voucher in the amount of $754.48 ? 

Mr. Stierenroru. I would not say it is a copy; it is a reference to 
a voucher. 

Mr. Davis. For the month of July 1954! 

Mr. Srierenroru. That is right. 

Mr. Davis. Are the food costs associated with either of these lodges 
clearly carried anywhere on the books of the corporation as food 
costs for the operation of those lodges? 

Mr. Strrerenroru. I would say they are; yes. 

Mr. Davis. How about liquor costs ¢ 

Mr. Srrerenroru. Liquor is illegal in Mississippi. 

Mr. Davis. At least the sale of it. 

Mr. Srrerenroru. I think possession of it is. I have no means of 
knowing how many thousands of dollars were expended for that 
purpose each year, but I know enough about the company’s business 
to know that it has to be several thousand dollars. As a matter of 
fact, the miscellaneous supplies for the Delta dedication was some 
$800 to $1,000, if you would get it all together. 

I think there was one bill of some $700. I have a cash voucher 
reference, No. 7-1186, dated July 30, 1954, $208 drawn to Muse Bros. 
Distributing Co. It says, “Miscellaneous supplies, $208.” This 
voucher is a disbursement order signed “R. B. W.” 

Mr. Davis. Who are Muse Bros. ¢ 

Mr. Strerenrotu. That is somebody in Jackson. That is all I 
can answer. 

Mr. Davis. Do you know whether that is for liquor, sir? 

Mr. Strrerenroru. I know who Muse Bros. is well enough to know 
that, but you will not always find miscellaneous supplies. You might 
find miscellaneous merchandise, meals, entertainment. You might 
find it in any number of different ways. 

Mr. Davis. Are there many miscellaneous items? 

Mr. Srierenrorn. Throughout the year there are a good many. 

Mr. Davis. That reflect the operating and maintenance costs of these 
lodges ¢ 

Mr. Srrerenrornu. Like that voucher [ indicating]. 

Mr. Davis. Like that? 

Mr. Strerenrorn. And food and all the others put together. Yes; 
there are a good many throughout the year. 

Mr. Davis. Is it a fair statement, therefore, in summary, Mr. 
Stietenroth, to say that the operating and maintenance costs of these 
lodges were scattered throughout the accounts of the company so they 
would be hard to identify ¢ 

Mr. Stierenrorn. Different vouchers, different expense accounts, 
and it is hard to put them together. 

I should like to say how I happened to have such voucher references. 
All of them are dated in July 1954. Mr. W. I. Hill, who was an 
assistant treasurer and assistant secretary, had signed practically all 
of the checks of the company for the last —well, as many years as I[ 
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can go back. I signed some checks, but Mr. Hill signed practically 
all of them. Mr. Hill had ulcers and at a recent date he had about 
two-thirds of his stomach removed. For a period of about 30 days 
[ signed vouchers. That explains why I have some recent voucher 
dates. 

Mr. Davis. Mr. Stietenroth, you testified about two hotel suites 
which were permanently rented at the Jackson Hotel. Are the costs 
for those two hotel suites accurately reflected and easily identifiable 
in the books of the company ? 

Mr. Srrerenroru. Yes. 

Mr. Davis. You testified about an exceptionally long gift list.. Are 
those costs accurately reflected in the books of the company, or are 
they scattered throughout the accounts? 

Mr. Srierenrorn. I cannot tell you any more about the gift list. 
Around about Christmas time we start what looks like a small business 
of packaging, sending, and doing things as that. I do not have any 
specific knowledge on that. Here are two cash voucher references. 
Here is one for the Walthall Hotel, No. 7-1260, $186.54, room 407. 
It is dated for the period July 1 to August 1, 1954. 

Here is another one. It is voucher 7-1263. It is in the amount of 
$194.20. It is drawn to Robert E. Lee Hotel, and it is for a room 
from July 1 to August 8, 1954, in the amount of $248, with a tax of 
$6.20; valet, $9.16; laundry, $10.84; coffee, $3.48. It is totaled 
$277.68. Then it says less cleaning, $83.48. It nets out to $194.20. 
The less check of $83.48 was Mr. R. I. Brown’s personal check at- 
tached to the company check to go to pay the total bill. 

Mr. Davis. You testified about a seven-passenger airplane that 
cost between one and four hundred dollars an hour to operate. Was 
this plane ever used for personal business as well as corporate 
business ¢ 

Mr. Srierenroru. I do not believe I have ever been in it when it 
was used for personal business. It was told to me it had been used 
to go to football games and for vacation purposes. 

Mr. Davis. Who told you that ? 

Mr. Srierenroru. I do not know. The question would be like 
this—— 

Mr. Davis. Go ahead, sir. 

Mr. Strerenroru. “Where is Mr. Wilson?” “Well, he is down on 
the Florida coast.” At the same time the airplane would be down 
there. Well, just everybody knew that it was so. I do not know 
who told me. Everybody could have told me. I say “everybody”; 
many persons around the general office. } } 

Dr. Davis. Does the company reimburse its officers for such 
expenses as entertaining guests? 

Mr. Srrerenroru. Yes. 

Mr. Davis. Do they also do that for country club dues and expenses? 

Mr. Strerenroru. Yes. 

Mr. Davis. Other club membership dues and expenses? 

Mr. Stierenrotu. Yes, sir. 

Mr. Davis. Chamber of Commerce, Rotary, and Kiwanis, and other 
memberships ¢ 

Mr. Srierenrorn. Yes. 

Mr. Davis. Is this company required to report annually to any Gov- 
ernment agency and in particular to SEC all disbursements in sup- 
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port of organizations influencing public opinion, advertising, or for 
gift contributions, and other purposes not associated with the actual 
sale of its product ? 

Mr. Srrerenroru. Well, there is a requirement, and we don’t have 
to report it directly to SEC, but Middle South had to report it 
under formula 5’s requirements, so each year it was necessary for 
me or someone in my office to search the records to see if we had any 
items called for by the rules and regulations of SEC. We have been 
doing that for a number of years; yes. 

Mr. Davis. Do you have a copy of any such report? 

Mr. Srierenrorn. I have a copy dated February 10, 1954. 

Mr. Davis. May I see it, sir? This is a copy of a letter dated 
February 10, 1954, from you to Middle South Utilities at 2 Rector 
Street, New Y cae re annual report for the year ended December 31, 
1953, Securities and Exchange Commission, contributions, public 
relations, dues, and advertising; is that correct? 

Mr. Stretenrorw. Yes; I think it is. 

Mr. Davis. Schedule A appended to this report contains the fol- 
lowing contributions: To Dixie Advertisers for public relations serv- 
ices, all of the accounts charged in all of these instances is miscellaneous 
general expense. The amount is $16,010.55. National Tax Equality 
Association ; purpose, tax equality program, $750; American Taxpay- 
ers Association, Washington, D. C.; purpose, tax equality program, 
$500. 

Tax Foundations, Inc., purpose, contributions, $200. 

Committee on Electoral Reform, contributions—purpose is contribu- 
tion, and the amount is $200. 

National trade policy, purpose, contributions, $300. 

That makes a sum total of $17,960 for the calendar year ended 
December 31, 1953, is that correct, sir ? 

Mr. Stietenroth. You are reading it, Mr. Davis, and it sounds right. 
I would like to point out that you said I signed it, and that is true, ‘but 
there is a fly-sheet back there that down in the company’s offices you 
will find where either all or most of the other officers signed the same 
statement representing to me that that was so, too. 

Mr. Davis. May we have this marked as an exhibit and put in the 
record, Senator ? 

The Cuarmman. It will be so admitted. 

(See exhibit 19, appendix, p. 747.) 

Mr. Davis. Now, Mr. Stietenroth, after you had issued your public 
statement and were fired, you issued a report or a letter to the board 
of directors, did you not, sir? 

Mr. Stietenroth. Well, yes, that article there. 

Mr. Davis. I have a copy of the Jackson, Miss., Daily News, dated 
September 26, 1954, containing an ad, which I believe reprints your 
statement, is that correct, sir? 

Mr. Srierenroru. That is right. 

Mr. Davis. Is that it? 

Mr. StrerenrotH. Yes; it is. 

Mr. Davis. I should like to have that marked as an exhibit and put 
in the record, Mr. Chairman. And I would like to ask Mr. Stietenroth 
if he will read us just the preliminary statement on top of this 
paid ad. 

(See exhibit 20, appendix, p. 750.) 
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Mr. Stierenrorn. Just this part here? [Indicating. ] 


tv way of explanation: To the people of Mississippi. 

This is a paid ad. It cost me $476. I have been trying for the greater part 
of a whole week to get this statement published. é 

I gave up my job with Mississippi Power & Liglat Co. for two reasons. First, 
for an ideal, a principle. I could not live the life of a hypocrite any longer, pre- 
tending that I was the principal financial and accounting officer of the company 
when in truth the powers and prerogatives of my office had been usurped in 
large measure by others. Second, I thought that the company should cut out 
the extravagant operation and that rates should be reduced substantially. 

I need your support and encouragement if you agree with what I have done. 
Write or wire me and tell me if you believe what I have done is right and 
you want reduced electric rates. Reduced millions of dollars a year. You have 
got to help me if we are to win. It’s going to be a tough battle but with your 
support we will win. Just address me at Jackson, Miss. 

Following is the statement just as it appeared in the Memphis Press Scimitar 
in a news release as a public service—not as a paid advertisement. 

Sincerely, 
J.D. (JIM) STIETENROTH. 

P. S.: In justice, I want to say that both Jackson daily newspapers ran my 
first statement in full. 

Mr. Davis. Now, in this statement which is in the form of a letter 
addressed to the board of directors of Mississippi Power & Light, you 
refer to a man whom you say you will not name who said to you some- 
thing to the effect that you are not what you pretend to be. Can you 
tell us who that man was, sir, and what that incident was? 

Mr. Strerenrotru. Mr. Davis, I can tell you, certainly. 

Mr. Davis. Will you tell us? 

The Cuarrman. Is that the matter that we had before in this com- 
mittee? 

Mr. Davis. No, sir. 

The Cuamman. If anybody is going to lose their job over this, we 
are not going to have the name made public. 

Mr. Davis. That was another one, sir. I will leave it to you, sir, 
do you feel you can tell us about that incident? 

The CHarrMan. Why is it necessary to have that name? 

Mr. Davis. I am willing to dispense with it. 

The Cyaan. I will rule the question out of order. I do not 
want a man in the establishment fired if it is not necessary. 

Mr. Davis. All right, sir. 

I have no further questions. 

Senator Kerauver. How much was paid a year in advertising to 
the newspapers? Do you know offhand? It seemed that I saw there 
$82,000. I think it was schedule No. 2 back there. 

Mr. StierenrotH. Here is the requirement, to make sure that T am 
giving it to you correctly, a tabulation showing all payments or con- 
tr ibutions to new spaper, press associations, newspapers, magazines, 
or other publications for advertising—other than advertising or spe- 
cific products of Mississippi Power & Light Co., or advertising on 
behalf of the local or national public welfare campaigns such as Red 
Cross, Community Chest, United States savings bonds, and so on— 
and for purposes other than advertising for the calendar year ended 
December 31, 1953. Payments were made to newspapers, press asso- 
ciations, newspapers and magazines or other publications during the 
calendar year ended December 31, 1953, by Mississippi Power & Light 
Co. in the total amount of $121,258.85, as shown on the attached 
schedule C. 
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The attached schedule C is sort of an itemization of that total amount 
that I just read to you. 

Senator Kerauver. What is that, $82,000? 

Mr. Stierenroru. It is $121,258.85 for all of those purposes. The 
detail is the American Magazine, $5,000; N. W. Ayer & Sons, $12,- 
902.59 ; the Clarion Ledger, $3, 966.27. 

Senator Krrauver. That is in the exhibit so we can see it without 
your reading it. Now, part of that is this institutional advertising 
that we see in some of the magazines; is that part of the program ? 

Mr. StrierenrorH. Yes, sir: I believe that that is correct. 

Senator Kerauver. All of that is charged off as an operating ex- 
pense on the income-tax fro né 

Mr. StrereNnroTH. Yes, si 

Senator Kerrauver. W hat is this association that Mr. Purcell 
Smith, the lobbyist, heads up here in Washington, Mr. Stietenroth ? 

Mr. Srierenroru. I can’t identify his firm by name, and I don’t 
have the contact with the man and I have heard of Mr. Purcell Smith, 
and I have heard of PIP. That is public information program. 

Senator Kerauver. Who pays, or does your company contribute 
to paying him, or is that done through Middle South Utilities ? 

Mr. Sriprenrorn. Well, if our company does it, it is supposed 
to be on that piece of paper that you have there. 

Mr. Davis. What is the name of the organization Mr. Purcell 
Smith is associated with? 

Mr. Strerenroru. I told you I don’t know. 

Mr. Davis. Would it be the Edison Electric Institute ? 

Mr. Srierenroru. I don’t know. 

Mr. Davis. That doesn’t ring a bell, does it ? 

Mr. Stierenrotru. No. 

Senator Kerauver. Are all of the Mississippi newspapers that are 
in the area of the Mississippi Power & Light Co. getting some busi- 
ness or are they paid some amounts for advertising each year? Do 
you advertise in all of the newspapers ? 

Mr. Srrerenrotnu. I believe that is so, Senator, and I don’t believe 
that there is an exception in the western part of Mississippi where 
the Mississippi Power & Light Co. does business. I never heard of an 
exception. ; 

Senator Keravver. Do any of the papers attack or criticize the 
Mississippi Power & Light Co. ? 

Mr. Strerenrorn. In the western part of the State of Mississippi. 

Senator Keravver. That is in your area? 

Mr. Strerenrorn. Our relations with the press have been very 
good, and I don’t recall of any statements made by the press in recent 
years, at least, wherein we were the subject of an attack. 

Senator Kreravuver. You testified that you feel that if extrava- 
gance were eliminated, and a reasonable amount but not an exorbitant 
amount were paid to the Middle South Utility Co., that there could 
be a very substantial reduction in the electrical rates to the users of 
electricity in Mississippi. Is that your feeling about it? 
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Mr. Srierenrorn. Yes, sir, and I also cited the fact that if Mis- 
sissippi Power Co.’s rates were applied to Mississippi Power & Light 
Co. business, as I had a calculation made, that it would produce about 
$2 million or $3 million less revenue. 

Senator Keravuver. I did not understand that. Will you say that 
again, now? 

Mr. Srierenroru. Well, Mississippi Power Co. is a part of the 
Southern Co. system and operates in the southeastern part of Mis- 
sissippi, from Highway 80 down to the Mississippi coast. 

Senator Keravuver. If their rates were applied to Mississippi power 
& Light business ? 

Mr. StierenrorH. Yes, and to our loads and business, it is my under- 
standing that the application of those rates, if the customers in west- 
ern Mississippi paid the southeastern Mississippi rates, it would pro- 
duce a reduction somewhere between $2 million and $3 million. That 
is per year. 

Senator Kerauver. By how much do you think the rates could be 
reduced, and still treat the owner of the common stock fairly ? 

Mr. Strerenrorn. Well, it has always appeared to me that a 9-per- 
cent return was high, and a 9-percent return on the $3 million that 
was transferred from earned surplus to the common stock account just 
shouldn’t be paid at all. Therefore, if you take and cut dividends back 
to 6 or 7 percent, and pay Middle South on that basis, that would pro- 
duce a need for revenue of—let me think of the amount now—if the 
dividends were just cut back to say 7 percent, then it would be about 
$250,000 a year less dividends paid on the whole 2,600,000 shares of 
common that is outstanding, and then everything that I am talking 
about here, since it has got the leverage of the income tax in it, that 
is it would double, so that would come up to a half a million dollars 
just by reason of 2 percent. And there is another item of 9 percent 
on $3 million which costs in dividends $270,000 a year which with the 
tax leverage is twice that much or $540,000. So those 2 items come in 
the neighbor hood of $1 million. 

And the year 1953, it is my recollection that we were able to pay 
all of our bills, including w hat I have described as extravagances, and 
still plow back in for the later use and benefit of the common stock- 
holder, my recollection is that it is about $1.2 million which could be 
doubled with the tax leverage which would come up to about $2.5 
million more. 

Therefore, it appears to me that if we paid 7 percent on all of the 
money that Middle South has in the business, and we could go ahead 
with the extravagances, and cut rates around about $3 million a year. 

The extravagances, Senator, although they are large, especially 
when you consider that the people of Mississippi have either the low- 
est or the next to the lowest per capita income of any people in the 
United States, yet the company is a big company and I think the most 
costly part of these items that I have described as extravagances is 
what you might call trickle down. 
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That is, we have 1,000 people in this organization and every one of 
those 1,000 people are doing work or not doing work, one or the other, 
and they are spending money; and it seems to me that the whole 1,000 
people in the organization may be influenced by the fact that they see 
quite lush living and therefore may not be doing the best and most 
economical job that they could go. 

Therefore, whereas the total magnitude of the so-called extrava- 
gances may not be nearly the magnitude of its true cost when you have 
1,000 people tending to want to live in a similar manner. 

Senator Kerauver. You mean the general effect on the morale is 
bad? Is that what you are saying? 

Mr. Srierenroru. That is my opinion, sir. 

Senator Kerauver. Then let us see by way of summary, if Middle 
South were paid 7 percent instead of 9 percent, and if they didn’t have 
to pay on the stock $3 million which was just issued to them and for 
which they paid nothing, that would save the ratepayers about $3.5 
million a year. That is, rates could be reduced by that much just on 
those two items? 

Mr. Srierenroru. Well, I said $3 million, but I was adding it along, 
and if you added it up and it comes to $3.5 that is approximately 
correct. 

Senator Kerauver. And that is aside from what would be saved if 
some of the extravagances were cut out and in that you list Ebasco, 
numerous lawyers, lodges, big salaries, newspaper advertisement, and 
other things of that sort, which does not. come up to a substantial 
amount, does it ? 

Mr. Srrerenroru. If you put all of those together, and if you are 
going to lump them altogether, and consider them as extravagances, 
you have quite an item of money. But I think that the big cost in re- 
lation to these items is the morale matter. 

Senator Kerauver. And the feeling that this was placing an unjust 
burden on the users of electricity and the customers of the company 
was one of the reasons why you broke with the company ? 

Mr. StrerenrorH. Yes,sir. Asa matter of fact, my job as you read 
somewhere in that background statement, in that June report, one of 
my jobs throughout many, many years is to see that the company’s 
accounts are collected. Our collections are just as good or better than 
any utility known about. I have been so close, and ‘I don’t ac tually go 
out and put the pliers on a customer myself, but I do see that our people 
do that very thing. 

And being so ¢ lose to these people, and knowing how hard it is for 
some of them to pay their bills, it has just been a sort of a thorn in 
my side for a great many years wherein we would just force these 
customers to pay this money in and we would put it in the bank, and 
then we would go to work and live all out of proportion to the people 
who were paying the bills. 

Now that may not be good business, but I am just telling you how it 
affected me, sir. 

Senator Keravuver. I believe that is all, Mr. Chairman. 

Mr. Davis. I have no further questions at this time, Mr. Chairman, 
but the witness has a substantial number of documents which I have 
been going over with him and I would like to request the witness be 
continued under subpena subject to recall of this committee. 
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Senator Kerauver. Mr. Chairman, if the witness, Mr. Stietenroth, 
is not going to be here in the morning, I would like to personally, as 
one member of the committee, thank him for the information that he 
has given the committee, and he has testified here under subpena; and 
to say that I think Mr. Stietenroth was motivated by high purposes, 
and . wants to free the Mississippi Power & Light Co. from domina- 
tion by Ebasco and Middle South Utilities, and free it from being 
imposed upon by these New York organizations; and to try to also be 
of some benefit to the ratepayers by way of trying to see that the 
company is operated more economic ally, and that the *y get lower rates 
for their electric ity. 

[ think Mr. Stietenroth is a man of good character, and a Christian 
gentleman. He has in mind the best interests of Mississippi Power & 
Light Co. in calling to the public and to this committee the abuses that 
have been going on, which, if uncorrected, would lead to even worse 
results and a more deplorable situation than alre ~acdy exists. 

I think Mr. Stietenroth has rendered a fine public service and I want 
to personaly express my appreciation to him. 

The Cuamman. I just want to say that there is nothing that this 
committee could add to what the company itself and in their news- 
paper that was read here yesterday; and they said you were honest, 
and they praised you only a few weeks before you decided apparently 
to issue that statement that you did in the Memphis C ommercial and 
it came to the attention of the chairman of this committee. 

The people of Mississippi are certainly to be congratulated to have 
a man like you willing to make the sacrifices you have been making 
and you are going to continue to make, in order to see that they get 
justice. 

I want to repeat again that the very best praise you could possibly 
get, and the best estimate of your character, is by your own company 
in that newspaper that we read here yesterday, which is an exhibit 
here. 

Senator Kerauver. Do you want to read this letter to the commit- 
tee ¢ 

The CuatrMan. This isa letter addressed to Rear Admiral Strauss, 
being sent out today : 


CHAIRMAN OF THE ATOMIC ENERGY COMMISSION: 

May we call your attention to the Associated Press story published this after- 
noon quoting an aid to Senator Fulbright as saying that the AEC had approved 
the Dixon-Yates contract. This was followed by a denial of an unidentified 
spokesman for the AEC that the contract has been signed, but we note there 
was no denial that it had been approved. 

Have the terms of the Dixon-Yates contract been approved by the Commission 
itself? If so, what was the form of the approval? Was there a formal vote by 
each Commissioner? Are there minutes recording the action taken by the 
Commission ? 

If the contract has not been approved in a formal manner, has it been ap- 
proved by General Nichols or any other authorized spokesman for the AEC in 
an informal manner which will be binding on the Commission? If it has been 
approved in any manner whatsoever, we request that you report that fact to this 
committee by 2:30 p. m. Thursday, October 7, at which time we have scheduled 
a further session into our current hearing into monopolistic aspects of the power 
industry. This hearing is involved in the Middle South Utilities, a party to 
the Dixon-Yates contract. 

At the same time, if there has been an agreement on terms, we request that 
you make known to this committee the terms. 
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Your attention is called to the two resolutions previously adopted by this 
committee requesting that finalization of this contract be delayed. 

Pending the further investigation, a serious charge is made by J. B. Stieten- 
roth, former secretary and treasurer, Mississippi Power & Light Co., a subsidiary 
of Middle South Utilities. These investigations are now in progress, and are 
being expedited to the very best ability of the committee. 

We deem it highly improper for the Government to enter into a contract while 
this investigation is unresolved. 

Sincerely yours, 
WILLIAM LANGER, Chairman. 


Senator Butier. Do you believe that to be true inasmuch as the 
Senate refused funds for this investigation ? 

The Cuarrman. Do you make this motion? Do you? 

Senator Kerauver. Yes, I move the letter be sent. 

The CuamrMan. It is seconded and carried unanimously, and we 
will see that it is sent. : 

The Cuarrman. We will adjourn until 10:30 in the morning. 

(Whereupon, at 3:55 p. m., Wednesday, October 6, 1954, the hear- 
ing was recessed until 10:30 a. m., Thursday, October 7, 1954.) 
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THURSDAY, OCTOBER 7, 1954 


Unirep States SENATE, 
SUBCOMMITTEE ON MONOPOLY AND ANTITRUST 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met at 2:30 p. m., pursuant to recess, in room 
424, Senate Office Building, Senator William Langer (chairman) 
presiding. 

Present : Senators Langer (presiding) and Kefauver. 

Present also: Sidney Davis, counsel to the subcommittee. 

The CuarrMan. The committee will be in order. 

You may proceed, Mr. Davis. 


STATEMENT OF RALPH H. DEMMLER, CHAIRMAN, SECURITIES 
AND EXCHANGE COMMISSION, ACCOMPANIED BY PAUL R. 
ROWEN, CLARENCE H. ADAMS, J. SINCLAIR ARMSTRONG, AND 
A. J. GOODWIN, JR., COMMISSIONERS; ROBERT A. McDOWELL, 
DIRECTOR, DIVISION OF CORPORATE REGULATION; BYRON D. 
WOODSIDE, DIRECTOR, DIVISION OF CORPORATION FINANCE; 
WILLIAM H. TIMBERS, GENERAL COUNSEL; DONALD M. Mc- 
QUEENEY, BRANCH CHIEF, DIVISION OF CORPORATE REGULA- 
TION; HARVEY A. THORSON, DIVISION OF CORPORATION 
FINANCE; A. EDWARD HUSON, DIVISION OF CORPORATE REGU- 
LATION; ANDREW BARR, ASSISTANT CHIEF ACCOUNTANT OF 
THE COMMISSION AND CHIEF ACCOUNTANT, DIVISION OF COR- 
PORATION FINANCE; ABRAHAM ZWERLING, CORPORATION 
FINANCE DIVISION; AND SIMON U. SPIRO, CORPORATION 
FINANCE DIVISION, SECURITIES AND EXCHANGE COMMISSION 


Mr. Davis. Mr. Chairman, in the course of the past week and a 
half, Mr. J. D. Stietenroth has appeared before the committee and 
given us much testimony about matters with which the SEC might 
properly be concerned, and the committee felt that the Securities and 
Exchange Commission might be able to furnish important additional 
information. 

Accordingly, on the instruction of the chairman, I called Chairman 
Demmler of the Commission and invited him to appear here today, 
together with such of his associates as could be helpful to us. 

I would like at this point to insert in the record copy of a letter 
outed October 6, 1954, addressed to Chairman Demmler. May I read 
it ? 
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The CHarrMaAN. Read it if you wish. 
Mr. Davis. This letter was addressed to: 
Hon. RaLtpu H. DEMMLER, 
Chairman, Securities and Exchange Commission, 
Washington, D. C. 


My Dear Mr. CHAIRMAN: This letter will confirm our telephone conversation 
of this morning. 








I have been asked by the Senate Antimonopoly Subcommittee to request you to 
appear before the committee tomorrow, Thursday, October 7, at 2:30 p. m. 
together with Mr. McDowell of the Corporation Regulation Division, Mr. Wood- 
side of the Corporation Finance Division, Mr. Barr, and any other of your 
associates Whose presence might be helpful, in order to discuss with the com- 
mittee problems arising out of our current hearings. 

I have requested you to furnish the following information to the committee, 
in connection with Ebasco, Middle South Utilities, Mississippi Power & Light, 
Arkansas Power & Light, Louisiana Power & Light, and New Orleans Public 
Service, Inc.: As to these companies, could you furnish the committee with the 
complete list of officers, directors and a description of its capital stock. The 
committee would also like to have any information that your records would 
disclose as to the above companies’ ownership and intercompany relations and 
the relations of all of them to Ebasco. The committee further desires any 
information you may have as to financial tieups, connections, and continuing 
relationships with financial institutions. 

As to Ebasco, the committee would like to get a picture of the complete scope 
of its operations to the extent that it is disclosed by your records, including but 
not limited to, the number of companies its services, the names of those com- 
panies, thé type of services it renders to them, and the amounts that are paid 
for those services, 

The committee also desires copies of all registration statements filed within 
the past 6 months on behalf of any of those companies, any amendments thereto 
and information as to the disposition of such statements. 

The committee further desires all information as disclosed by your records as 
to expenditures by these companies for promotion, public relations, advertising, 
gifts, and other similar expenditures. 

Finally the committee desires to know the salaries of all officers of the above 
companies. 

The committee will meet tomorrow at 2:30 p. m. in the Senate Judiciary 
Committee rooms. 

Thanking you in advance for your cooperation, I am, 

Sincerely, 
Srpney Davis, 
Counsel, Senate Antimonopoly Subcommittee. 


Chairman Demmler is here with us today, Mr. Chairman, together 
with some of his associates. 

Mr. Chairman, will you identify your associates who are here with 
us for the record ? 

Chairman DemMter. Yes. 

Accompanying me are the other members of the Commission: Paul 
R. Rowen, of Massachusetts; Clarence H. Adams, of Connecticut; J. 
Sinclair Armstrong, of Illinois; and A. J. Goodwin, Jr., of Alabama. 

Also present representing the staff are: Robert A. McDowell on 
my left, who is Director of the Division of Corporate Regulation, 
which administers the Public Utility Holding Comepenty o Act, the 
Investment Company Act of 1940 so far as it contains regulatory pro- 
visions, and the provisions of chapter X of the Bankruptcy Act. 

Next to him is Byron D. Woodside, who is Director of the Division 
of Corporation Finance, which administers the Securities Act of 1933, 
the Securities Exchange Act of 1934, and the disclosure provisions 
of the Investment Company Act of 1940. Other members of the staff 
are: Mr. William H. Timbers, our General Counsel, who is sitting at 
the corner at the press table; and more or less scattered are 
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Senator Keravuver. You might ask Mr. Timbers to move over here 
at the table. 

Chairman Demmurr. Mr. Timbers, will you come over here? 

Other members of the staff are: Donald M. McQueeney, Branch 
Chief in the Division of Corporate Regulation; Mr. Harvey A. Thor- 
son, of the Division of Corporation Finance; Mr. A. Edward Huson, 
of the Division of Corporate Regulation; Mr. "Andrew Barr, the Assist- 
ant Chief Accountant, who is the Chief Accountant of the C orpora- 
tion Finance Division; Mr. Abraham Zwerling, of the Corporation 
Finance Division; and Mr. Simon U. Spiro, of that Division. I think 
that is all the staff members whom I see. 

Mr. Davis. Mr, Chairman, you are aware, are you not, sir, that 
Mr. J. D. Stietenroth, former secretary-treasurer of Mississippi Power 
& Light, issued a public statement on September 18, enumerating 
certain charges of domination and control of Mississippi Power & 
Light by Mid-South, Middle South Utilities, and Ebasco? 

Chairman Demmurr. I don’t know that I am aware of the state- 
ment on September 18, except insofar as I read it in the transcript 
last night. We received a telegram from him on September 22. It 
was in the Washington papers on September 22. 

Mr. Davis. Are you familiar with Mr. Stietenroth’s testimony be- 
fore this committee, Mr. Chairman ? 

Chairman Dem»uer. I have read it, and it has been read by mem- 
bers of my staff. 

Mr. Davis. Your assistants are familiar with it, sir, some of them? 

Chairman Demmter. Yes, sir. 

Mr. Davis. Have you discussed the testimony before this committee 
with any of your assistants, sir ? 

Chairman Demmuer. We have discussed the testimony before the 
committee in general at the Commission table. I have here, as a 
matter of fact, a chronology of what you might say is the activity of 
the Commission and its staff in respect of all of the several matters 
concerning the recent financing of Middle South Utilities and the 
presently pending financing of Mississippi Power & Light Co. 

Our oper ration, of course, is divided into divisions, and each division 
may have accounting people working on it, lawyers working on it, 
and the Commission is called into it only as questions arise. 

It would be difficult, if not impossible, for one person to give + 
comprehensive discussion, and I would be the last man to attempt it, 
except that we have tried—and by “we” I mean all five Commis- 
sioners—to keep familiar with every question which arose as the 
financing program proceeded through its regular-course. We, of 
course, do not individually, as Commissioners, make examinations of 
indiv idus al registration statements, but we have a trained staff of many 
years’ experience who do examine registration statements under the 
Securities Act of 1933 and declarations under the Public Utility Hold- 
ing Company Act of 1935. 

‘We must of necessity depend upon them to call our attention to 
matters which involve questions which require policy decisions on the 
part of the Commission. 

Mr. Davis. At any rate, sir, as [ understand it, there have been some 


discussions going on in the Commission about’ the testimony of Mr. 
Stietenroth; is that correct? 


Chairman DemmMLer. Yes. 
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Mr. Davis. Can you tell me whether there are in existence any inter- 
office memos or conference memos of the Commission dealing with the 
testimony adduced before our hearings? 

Chairman Demmurr. The answer to the question, I would say from 
general knowledge, is doubtless “Yes,” there are office memos, but 
everything which has transpired is summarized in a chronology which 
I think would tell the complete story. It may take time. It 1s about 
17 double-spaced pages. It was prepared under the general super- 
vision of the entire Commission, and it was particularly prepared by 
Mr. Barr. I would say it accurately summarizes the entire processing 
of any questionable matters, matters concerning which questions could 
be raised, in the Middle South Utilities common-stock financing and 
the pending preferred- stock refinancing and exchange offer of Mis- 
sissippi Power & Light. 

Mr. Davis. That chronology, sir, is a summary, I gather; is that 
correct ? 

Chairman Demmuer. Of necessity, it is a summary. It is what 
might be called a composite. 

Mr. Davis. I would like to ask you this, Mr. Chairman: Would you 
be willing to furnish your interoffice memos and Commission memo 

randa to the committee? 

Chairman Demnter. I would think that in keeping with precedents 
that have been relied upon and resorted to by the Commission over 
the years, perhaps there might be a reason why such memoranda need 
not be furnished. On the other hand, I am sure we would be very 
happy to make available to the committee our files on the subject, 
and would make available a room at the Commission for the discus 
sion of those matters. 

Mr. Davis. Then you will make it available, sir? 

Chairman Demoter. That is right. 

Mr. Davis. Fine. Thank you, sir. 

Senator Keravuver. As I understood, Mr. Chairman, he said he 
would make it available to a staff member or someone associated with 
the staff to go over it. 

Did you mean that you would make it available by bringing it here 
before the committee ¢ 

Chairman Demmurr. I would think it would be a more orderly 
procedure, sir, to have the material made available at the office of the 
Commission. These papers which we have in respect of any financing 
are matters which are used in day-to-day work, and I would consider 
that the orderly processes of our agency’s discharge of its statutory 
duties require that the the papers be kept there. 

Mr. Davis. Could you furnish us with copies? 

Chairman Demmter. I would think that the orderly procedure 
would be for the staff of this committee to examine memoranda, and 
we would give you copies. 

Mr. Davis. May I tell you, Mr. Chairman, that you are looking 
right at the staff of this committee, all of it, and of nece ssity I find 
myself somewhat hemmed in as to time frequently. I think it would 
be most helpful to us if you would furnish us with copies of all such 
memoranda. 

I should like to note, sir, that the President has indicated in a 
public statement that he felt that public disclosure as to all documents 
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in connection with the Dixon-Yates contract would be in the public 
interest, if you recall, sir. 

Chairman Dewarer. I am not familiar with the statement. We 
have no papers filed with us in respect of the Dixon- Yates contract. 

Mr. Davis. We are dealing here with registration statements of the 
Mississippi Power & Light Co. and Middle South Utilities, both of 
which are part of the so-called Dixon system, is that no so, sir? 

Chairman Demmuer. They are part of Middle South Utilities. 

Mr. Davis. And Mr. Dixon is the president, I understand, of Middle 
South Utilities. 

Chairman Demmter. I understand he is, too. 

Mr. Davis. In any event, will you let us know whether you will 
furnish us with copies of those memoranda? 

Chairman Demmter. What kind of memoranda do you want? 

Mr. Davis. I am referring to any interoffice memoranda or con- 
ference memoranda of the Commission relating to the hearings that 
have taken place before this committee within the past week and a 
half or 2 weeks. 

Chairman Demoter. I would suggest that the orderly processes of 
Government would require us not to have a general throwing open of 
files. I would suggest, rather, that I furnish this committee with this 
chronology of events, which is complete and, to my knowledge, holds 
back nothing that has transpired; and then, if this committee wishes 
further information, it might request it. I think that requests for 
information should be considered by the Commission. 

Mr. Davis. We are requesting this, sir. I make this request on be- 
half of the committee. Will you consider it and let us have your 
answer ¢ 

Chairman DemoMter. Yes; of course we will consider it, but I want 
to tender the cooperation of our Commission in getting before this 
committee what we have in respect of these financings concerning 
which you asked, and I add to that that we have no proceedings pend- 
ing before us at this time with respect to the so-called Dixon- Yates 
contract; and when any proceeding is brought—and I have no doubt, 
if and when the contract is signed, and if and when it receives the 
necessary clearance from the Joint Committee on Atomic Energy, 
that there will be a proceeding brought before us, because the financing 
necessary in connection with that financi ing by the Mississippi Valley 
Generating Co. would require proc eedings under the Public Utility 
Holding Company Act, section 7, and the : acquisition by Middle South 
and by “Southern Co. of the stock of Mississippi Valley Generating 
Co, would require action on behalf of the Commission under sections 
9 and 10 of the Public Utility Holding C ‘ompany Act. 

That matter will be something which the Commission passes upon in 
its judicial capacity, and I would think that as long as the Commission 
has that matter before it in its judicial capacity, when it gets it, that 
that matter is something which the Commission must hold to itself 
pending the decision of ‘the case. I would take that position, and I 
would recommend to my fellow Commissionexs that that position be 

taken with respect to anything which is pending before us in a quasi- 
judicial capacity. 

Mr. Davis. As I understand it, Mr. Chairman, there is pending 
before the Commission a registration statement with regard to Missis- 
sippi Power & Light. 
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Chairman Dem™tuer. That is right. 

Mr. Davis. As I understand it, sir, the Commission has issued an 
order or ruled upon a registration statement on behalf of Middle South 
Utilities; is that correct ? 

Chairman Demmuer. A registration statement of Middle South 
Utilities became effective on September 22, 1954. Let me say to you 
this concerning the meaning of the words “registration statement 
became effective.” 

The Commission does not approve, under the Securities Act of 1933 
the issue of securities. The registrant files a registration statement, 
for the contents of which it is responsible, and the experts who lend 
their name as experts to the registration statement, such as account- 
ants who certify the financial statements, assume certain liabilities 
under the Securities Act. 

The registration statement is not the statement of the Securities and 
Exchange Commission. It is the registration statement of the regis- 
trant, 

Mr. Davis. Are these statements approved by the Commission in 
any way ¢ 

Chairman Demmier. No. Section 2: 
reads as follows: 


} of the Securities Act of 1933 


Neither the fact that a registration statement for a security has been filed or 
is in effect, nor the fact that a stop order is not in effect with respect thereto, 
shall be deemed a finding by the Commission that the registration statement is 
true and accurate on its face or that it does not contain an untrue statement of 
fact or omit to state a material fact, or be held to mean that the Commission has 
in any way passed upon the merits of or given approval to such security. It shall 
be unlawful to make or cause to be made to any prospective purchaser any repre- 
sentations contrary to the foregoing provisions of this section. 

Mr. Davis. Is it fair to say, Mr. Chairman, that one purpose of the 

ecurities Exchange Act is to protect investors by requiring that a 
full and accurate disclosure be made in a prospectus to the public be- 
fore shares can be issued ¢ 

Chairman Demotuer. I think the statute speaks for itself, Mr. 
Davis. 

Mr. Davis. Is my statement correct, sir? 

Chairman Demmuer. I think perhaps we had better read from the 
statute. 

Mr. Davis. Can you tell me without the statute, sir; whether that is 
correct ¢ 

Chairman Demnter. I say, sir; that the statute speaks for itself. 

Mr. Davis. May I ask you another question, then, Mr. Chairman. 
Does the SEC in its function attempt to insure that an adequate and 
accurate and full disclosure shall be made to the public by the prospec- 
tive issuer of the shares? 

Chairman Demmurr. The statute provides in section 8 (b), and 
this is the responsibility of the Commission : 

If it appears to the Commission that a registration statement is on its face 
incomplete or inaccurate in any material respect, the Commission may, after 
notice by personal service or the sending of confirmed telegraphic notice not 
later than ten days after the filing of the registration statement and opportunity 
for hearing at the time fixed by the Commission within ten days after such 
notice by personal service or the sending of such telegraphic notice, issue an 
order prior to the effective date of the registration statement refusing to per- 
mit such statement to become effective until it has been amended in accordance 
with such order. When such statement has been amended in accordance with 
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such order, the Commission shall so declare and the registration shall become 
effective at the time provided in subsection (a) or upon the date of such declara- 
tion, whichever date is later. 

I ps refer to the provisions of 8 (c), 8 (d), 8 (e), and 8 (f) of the 
act, each of which gives the Commission the power to issue a stop 
“ae rT suspending the effectiveness of a registration statement. 

Mr. Davis. Can you tell us in your own words, Mr. Chairman, what 
you conceive the responsibility of the Commission to be in the area of 
issuance of securities? 

Chairman Demmuer. I conceive that the responsibility of the Com- 
mission is to exercise the jurisdiction conferred upon it by the statute, 
and the responsibility of the Commission as it has been exercised over 
the years in respect of registration statements has been exercised by : 
procedure which I think Mr. Woodside, who is the Director of the 
Division, could describe more accurately than Ican. It isa procedure 
whereby the registration statement is examined, and if the registration 
statement on its face discloses matters which should be covered more 
fully or appears to indicate the absence of dislosure with respect to 
something which is not covered at all or appears on its face to contain 
misrepresentations, then the Commission calls to the attention of the 
registrant informally, by a letter of comment, the existence of matters 
with respect to which it raises questions. 

I think, however, that Mr. Woodside’s description of that would be 
better than mine, if I may ask him to elaborate. 

Mr. Davis. Certainly, but before we turn to Mr. Woodside, I would 
like to get this clear, Mr. Chairman. Do you feel that it is the respon- 
sibility of the Commission in any way to see to it that the truth is made 
known to prospective investors in securities ¢ 

Chairman DremMmurr. The Commission has the responsibility of 
enforcing a statute which requires the issuers of securities to furnish 
to the investor information. The responsibility of the Commission is 
not that of an insurer, but the responsibility of a reviewing authority, 

a law enforcement agency. 

Mr. Davis. How far do you conceive it to be your responsibility, sir, 
. chairman of the SEC, to see to it that such information as is required 
by the statute to be made public is accurate and true information ¢ 

Chairman Demnuer. | think that I have answered that question. 

Senator Keravuver. It is not clear to me. 

Mr. Davis. I am afraid, sir, that it still isn’t clear to the committee. 
Would you try to tell us again ¢ 

Chairman Demmuer. I think that it is the responsibility of the Com- 
mission to look at what is filed with it; to determine whether or not it 

should call to the attention of the registrant, for inclusion by the 
registrant in its registration statement, matters which have been over- 
stated, understated, or omitted. 

Then if the registrant does not accept the comment or suggestion 
of the Commission, it becomes the duty of the Commission to take 
appropriate proceedings under section 8 to issue a stop order or to 
investigate the matter. 

Mr. Davis. As I understand it, sir, there are some sanctions that are 
applied by the Commission in the event an inaccurate or incomplete 
or misleading financial statement is filed with the registration state- 
ment; is that correct ? 

52390—54—pt. 2-16 
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Chairman Dem™uer. There are sanctions available to the Commis- 
sion, yes, sir. I would really think that it would help the committee 
a great deal to have Mr. Woodside, who has been with the Commission 
since before there was a Commission—in other words, when the Securi- 
ties Act was administered by the Federal Trade Commission, Mr. 
Woodside was in this work. He is now the Director of the Division 
of Corporation Finance, and I think that he could give this committee 
the information which it seeks. 

I am completely willing to endorse in advance, as an expression of 
my views, the views which Mr. Woodside gives with respect to the 
exercise by his division of the processing responsibilities of the Com- 
mission. 

Mr. Davis. I would like to hear from Mr. Woodside. 

Mr. Woodside, can you describe to us the area of your responsibility, 
what the responsibility of your Commission is in this area ? 

Mr. Woopsinge. Yes, Mr. Davis. 

Mr. Davis. That is to say, what is the process of filing a registra- 
tion statement and what does the Commission do with registration 
statements ¢ 

Mr. Woopsipr. As the Chairman mentioned, the Securities Act of 
1933 basically is an antifraud and a fair-disclosure statute applying 
to persons who wish to sell securities in interstate commerce or through 
the mail. 

The statute contains a schedule of information which the Congress 
established as a guide or a basic set of facts which should be contained 
in a registration statement and prospectus of any company wishing 
to sell securities to the public. 

The Commission has supplemented or curtailed that required infor- 
mation by its registration forms and its rules and regulations. 

When a company wishes to sell securities to the public and has pro- 
ceeded to the point that it has a financial plan, it will file a registra- 
tion statement containing the required information. It must include 
the story of the security being offered, its capital structure, its busi- 
ness, its financial statements, and anything else called for by the form 
on which it is filed. 

A copy of the prospectus summarizes that information. 

That having been signed by the required personnel in the com- 
pany, that registration st atement and prospectus are reviewed by the 
staff of the Division of Corporation Finance, which performs for the 
Commission staff functions under the statute having to do with the 
reporting and disclosure requirements of the law. 

That process involves review of the registration statement and 
prospectus, first, as a matter of running an internal check against the 
statements contained in the statement, running a check against infor- 
mation on file with the Commission from prior filings or from filings 
under other statutes, checks against public information that might 
be available in particular cases, and ascertaining whether or not it 
appears that the company has met the statutory standards of fair 
disclosure with respect to facts which are material to the securities 
being offered. 

It is necessary that that be done. Otherwise, the Commission would 
be in no position to determine whether or not it should exercise its 
powers under section 8 (a) of the statute and permit the statement 
to become effective, after which the offering could be begun, or whether 
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the Commission should exercise one of its other powers and perhaps 
hold a formal investigation, an informal investigation, a stop-order 
proceeding, or, in fact, perhaps take the issuer to court against the 
possibility that there was a proposed violation of the statute. 

By and large, the vast majority of the cases which are filed with 
the Commission under the Securities Act are handled informally. 
Any observations or comments which the staff has with respect to a 
particular registration statement or prospectus usually are conveyed 
to the issuer by means of a letter of comment, a letter of deficiency, 
if you will. 

In the vast majority of cases the issuer will either respond to that 
and file an amendment which either corrects the situation or explains 
it, or, if it wishes to contest it, it may do so. 

When we are satisfied that the statement on its face appears to 
meet the statutory standards—in other words, that the material facts 
necessary in the circumstances appear to be set forth and the material 
doesn’t seem to be misleading in any material respect—we so advise 
the Commission, and the Commission then will act either to clear the 
case or to prevent its clearance. 

I think that, in brief, is the process we follow. 

There are times when we go to stop-order proceedings. There are 
times when we have formal investigations. By and large, our proc- 
esses revolve principally around the informal conference a the 
exchange of correspondence in an effort to secure compliance with 
the statutory scheme. 

Does that answer your question ? 

Mr. Davis. Yes, sir. 

I gather, sir, that if the Commission decides or determines that there 
has been either an incomplete disclosure or misleading information 
supplied along with the registration statement, the Commission will 
either issue a stop order or in some way take steps to remedy it. 

Mr. Woopstpr. No, sir. 

Mr. Davis. Will you correct me in that, sir? 

Mr. Woopstne. If the staff and the Commission feel that the regis- 
tration statement is deficient, in that it omits or distorts or describes 
improperly something that is material to the issue involved, then 
we will proceed. I would not want you to think that we sit there and 
review registration statements with the idea of securing all disclosures 
and all sorts of facts and make sure that everything that is said 
and everything that might be said is screened. The whole thrust 
of our operation is to consider the registration statement and the 
prospectus from the point of view of the disclosure of the things 
that are material to the issue going out to the public. 

Mr. Davis. Within the limits of what the Commission has deter- 
mined is material and necessary for disclosure as required by the 
statute, as interpreted by the Commission—within those confines, 
sir, if an omission is found or a distortion or misleading or false state- 
ment is found, you do take steps to rectify it, do you not? 

Mr. Woonstpe. If the Commission regards it as a material matter, 
they do. 

Chairman Demmtuer. I wonder if I could saswees right there, 
because I think it bears out and supplements a little what Mr. Wood- 
side has said. 

Mr. Davts. Yes. 
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Chairman Demouer. If you just looked at the Securities Act of 
1933, you would think that people would file a registration statement 
and it would become effective automatically at the end of the period 
of time unless the Commission jumped in with a stop order in the 
meantime. That is not a complete summary, but it is a fairly accurate 
idea of how the law would work if you just looked at the law and 
didn’t look at the history of its administration. 

But it was found at the very beginning that that was no way to have 
the capital markets in this country function. So the Commission set 
up this procedure whereby if, in the course of the review of the regis- 
tration statement, something is found, either present that should not 
be present, something which is absent when it should be present, that 
matter is informally called to the attention of the registrant, and the 
registrant is given an opportunity to amend. 

The Commission, in other words, has never laid in wait to pounce 
on someone with a stop order. When it gets information or has the 
thought that something is wrong, it calls it to the attention of the 
registrant, and it does that because basically you must remember that 
it is the registrant’s registration statement. It takes the responsi- 
bility. 

Mr. Davis. The registrant ? 

Chairman Dem™uer. It has the liability. The registrant has cer- 
tain liabilities. The registrant’s officers and directors have liabilities 
under the statute. And the experts who certify to documents have 
responsibilities under the statute. 

Consequently, if we think something is so and the registrant says, 
“No; That isn’t so,” it is the registrant’s registration statement. 

Mr. Davis. I understand that, Mr. Chairman. It is the registrant’s 
registration statement. What I am getting at, sir, is this: I would like 
to find out exactly what the area of your responsibility is once you 
have the registration statement in your hands. You say sometimes 
you think something is wrong. It is true you do not lie in wait and 
you do not pounce upon any unsuspecting applicants, but sometimes 
you do find something is wrong, intentionally or unintentionally—it 
doesn’t matter. 

I would like to know what the area of responsibility of the Com- 
mission is, once it has been handed a registration statement—what 
it does with it and how carefully it examines that statement. 

Chairman Demnter. I tell you, a general question like that is a 
little bit like “How high is up?” I would rather tell you what we did 
in connection with these Stietenroth charges, because when you apply 
a general question to a specific situation, then you get a real idea of 
what we do, because I don’t know that any general answer to your 
general question would be any more than an expression of a philoso- 
phy and a general method, and I am sure that Mr. Woodside and 
I have both given that to you as specifically as it can be, unless you 
apply it to specific facts. 

Senator Keravver. Mr. Chairman, I did not understand how the 
matter of letting the committee see or sending up copies of the inter- 
office memorandums was settled. This is a very limited thing the 
committee is asking for. What was the final decision about that? 

ee Demmter. I would prefer to have the Commission act. 
on that, 
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Senator Kerauver. Just tell us whether you are going to let us have 
it or not. 

Chairman Demnuer. I will advise you when the Commission has 
acted upon the request, sir, because I think there is a basic question 
here which the Commission should act upon and have the opportunity 
to deliberate upon. 

Senator Kerauver. You said earlier, if I may interrupt, that you 
would let a member of the staff see those things; that you would bring 
them to a member of the staff down at your ‘offic e, and then if it was 
something which was pertinent, you would make a copy of it for this 
committee. 

Does that stand as to these interoflice memorandums ? 

Chairman Demmuer. I would rather that we outline, after Com- 
mission action on the subject, a letter which would state our position, 
because I think, Senator Kefauver, certainly with respect to any mat- 
ter which is pending before us in a judicial capacity, there would be an 
uupropriety in disclosing a partial record. 

Mr. Davis. One of these two matters is no longer pending; isn’t that 
correct ¢ 

Chairman Demmter. That is correct. 

Mr. Davis. Then you are referring only, as I gather, to the matter 
of the Mississippi Power & Light registration statement, which is still 
pending ¢ 

Chairman Demourr. That is right. I do not think there will be 
any difficulty in working this thing out, only I do not like, as only 
| member of a 5-man Commission, and without knowi ing whether there 
have been applications for confidential treatment—in other words, the 
Commission has rules on the subject of granting confidential tveat- 
ment to certain documents. I do not know offhand whether there are 
any such things or not in connection with any of these financings. It 
may very well be that there have been no applications for confidential 
treatment. If there have not been and it is a completed matter not 
pending before us in a judicial capacity, we would be glad to have 
you come right in and we would cooperate in every way. 

I am not trying to be furtive about this thing at all, but I want to 
be exact and to know exac tly what we have agreed to and have Com- 
mission action to support it. 

Mr. Davis. When can you let us know, Mr. Chairman? 

Chairman DemMuer. Excuse me. 

(Chairman Demmler conferring with his associates. ) 

Chairman Demmurr. With respect to the Middle South financing, 
as I understand, there is nothing 

(Chairman Dem™Mter conferring further with his associates.) 

Chairman Demmuerr. I would think we will have no difficulty. The 
best recollection of Mr. Woodside and Mr. McDowell with respect to 
the Middle South Utilities common-stock financing is that there were 
no requests for confidential treatment and that our files would there- 
fore be public. 

With respect to the Mississippi Power & Light financing pending, 
to this date there has been nothing filed for confidential treatment or 
accorded confidential treatment under our rules. 

But I would like to confirm that, and I would like to have Com- 
mission action taken after deliberation, pene I think that when we 
surrender papers as to which there might be a claim of privilege there 





426 POWER POLICY—DIXON-YATES CONTRACT 


ought to be action by the Commission taken after proper considera- 
tion. I have only one vote. 

Mr. Davis. What I would like to know, Mr. Chairman, is, When can 
you let us know ¢ 

Chairman Demmier. How would Monday of next week do? 

Mr. Davis. That will be fine, sir. 

Chairman Demmuer. That would be Monday, the 11th. 

Mr. Davis. That will be fine, sir. 

Mr. Chairman, the Commission received a telegram from Mr. J. D. 
Stietenroth on September 22, did it not? 

Chairman DemmMuer. Yes, sir. 

On September 22 at a meeting at 3:30 p. m. the Commission was 
advised that a telegram had been received from J. D. Stietenroth, for- 
mer officer of Mississippi Power & Light, challenging the accuracy of 
financial information contained in that company’s pending registra- 
tion statement and that of Middle South. The telegram advised the 
Commission that there were certain entries recorded on the books on 
Stietenroth’s order but for which he did not have a sound reason and 
that there were other entries which he believed should be put on the 
books of Mississippi in order to reflect more nearly its true financial 
condition but which he did not dare even to propose. 

In view of this, Stietenroth stated that he desired— 


to withdraw each and every financial figure and any and all other data which 
are included in both of said registration statements and which have been filed 
with you as representing figures or data furnished upon my authority. 

Upon the recommendation of the Division of Corporate Regulation, 
the Commission deferred action upon the Middle South financing 


proposal pending inquiry by the staff of Middle South officials as to 
the charges made by Stietenroth. 

Late in the afternoon of the same day the staff reported further to 
the Commission. The Director of the Division of Corporate 
Regulation 

Mr. Davis. Excuse me, Mr. Chairman. 

What are you reading from, will you tell us? 

Chairman Demmurr. I am reading from a memorandum which I 
referred to a little while ago, which is a chronology of just what 
happened. 

Mr. Davis. May I interrupt you at this point, sir. There are a few 
details I would like to get at before we go into that. 

Chairman Demourr. All right. 

Mr. Davis. Then you did receive a telegram September 22 from 
Mr. J. D. Stietenroth; is that correct? 

Chairman Demmtuer. Yes, sir. 

Mr. Davis. Can you tell me who got the telegram actually ; to whom 
it was given ? 

Chairman Demmuer. I don’t know the answer to that question. 

Mr. Davis. Let me try this question, then, sir: To whom was the 
telegram sent for processing, for answer, for disposition ? 

Chairman Demmer. I was out of town on that day. I can’t answer 
the question. 

Mr. Davis. Can you help us, Mr. Woodside? 

Mr. Woopsiper. I can’t tell you just who got the telegram in the 
first instance, but very shortly after its receipt we had a copy. By 
“we,” I mean the Division of Corporation Finance. 
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Mr. Davis. Did you assign it to someone, sir? 

Mr. Woopsiwr. Yes, sir. It was being handled by the Assistant 
Director in charge of the case, since it raised questions concerning the 
financial statements of a subsidiary of Middle South, it was given to 
Mr. Barr, who is Chief Accountant of our Division. 

Mr. Davis. Who is the Assistant Director in charge of the case? 

Mr. Woopsipe. The Assistant Director in charge of it is Harvey 
Thorson. 

Mr. Davis. It was sent to Mr. Barr by you or your office, rather ? 

Mr. Woopsine. Thorson or Barr, had it as soon as we got it. 

Mr. Davis. Did any instructions go with it ¢ 

Mr. Woopsipr. Yes, sir. 

Mr. Davis. Can you tell us what those instructions were ? 

Mr. Woopsipe. The instructions were to consider the telegram and 
consider the statements in the registration statement to which the tele- 
gram appeared to relate and to determine what could be determined 
from the records in our possession as to whether or not there appeared 
to be any substance to the charges of Mr. Stietenroth. 

Mr. Davis. Did Mr. Barr make any reports on the progress of his 
investigation of this telegram ? 

Mr. Woopsine. He did. 

Mr. Davis. Were those reports made to you, sir? 

Mr. Woopsipe. Yes, sir. At that stage they were all oral. 

Mr. Davis. At the time this telegram was received, as I understand 
it, there were 2 matters pending before the Commission, Mr. Chair- 
man, relating to, 1 to Mississippi Power & Light and 1 to Mid South 
Utilities; is that correct ? 

Mr. Woopsipe. Three. 

Mr. Davis. Three. Will you enlighten us, sir? 

Mr. Woopsipe. There was pending the Middle South registration 
statement for common stock, the registration statement filed by Missis- 
sippi Power & Light, a subsidiary “for preferred stock’; and the regis- 
tration statement filed by the Louisiana Power & Light for an issue 
of first-mortgage bonds. 

Mr. Davis. I see. 

Mr. Woopsipr. The latter case is still pending before us. The Mis- 
sissippi case is still pending before us. The Middle South case be- 
came effective September 22. 

Mr. Davis. Can you tell us, Mr. Woodside, in a little more detail 
what the Middle South registration statement was about ? 

Mr. Woopsipe. Yes, sir. I have a copy of the prospectus here from 
whick I will give you the information. 

Mr. Davis. Can you summarize it for us? 

Mr. Woonsipr. The registration statement filed by Middle South 
Utilities, Inc., related to 475,000 shares of $10 per value common stock 
for an offering to be made to the security holders of Middle South 
by means of rights to subscribe to those shares. 

The subscription period was scheduled to run from September 22 
of this year to 3: 30 p. m. on October 8 

That period has not quite expired, and at the moment I don’t know 
the result of the offering. It was an offering by which the stock- 
holders of Middle South were given what they call a primary right 
to subscribe, based upon the number of shares they own, and a sec- 
ondary right over on unsubscribed shares on the primary right. The 
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offering price was scheduled at $28 a share, against a market price 
on September 20 on 1 the New York Stock Exch: ange of $31.50. 

There were no underwriting commissions of discounts. There were 
no underwriters. 

The purpose of the financing as stated in the registration statement 
was to raise—I should have mentioned the total amount to be raised 
by the sale of the stock, assuming that it was all sold, would have 
netted the company $13,300,000. The company stated in its pro- 
spectus that the company proposed to use the proceeds from the sale 
of the common stock to the extent realized to repay $12 million which 
had been borrowed under a credit agreement from five banks; any 
excess over the amount required for that purpose to be added to the 
treasury of the company for ordinary corporate purposes. 

Mr. Davis. Was that statement amended at all ? 

Mr. Woopstpr. The statement was amended. I think we sent a 
letter of comments on that registration statement about the 14th of 
September. It was filed, I think, on the 3d. The Middle South case 
had been filed on the 1st of September and we sent a letter of com- 
ment to that company on September 9, which is in accordance with 
our usual custom of calling to the attention of a company anything 
which indicates to us that perhaps some change should be made, or 
indicating respects in which we observe the registration statement is 
incomplete. 

The only comment in the letter of September 9 was a note that there 
were certain omissions in exhibits to be furnished by amendment and 
to raise questions with the company reminding them to be sure to 
give effect in their accounts to the results of any order that might 
be issued by any regulatory agency which would materially affect 
those accounts. 

At the time the statement was filed the price was not furnished, 
which is im accordance with the financial custom in this country in 
the vast mi jority of cases. The price amendment was filed on Sep- 
tember 22, 1 think it was. We had no comments or suggestions con- 
cerning 2 registration statement that seemed to us to involve any 
material points. 

Mr. Davis. Was anything stated in the statement of purpose, Mr. 
Woodside, which would indicate that any of this mone y to be raised 
in this fashion would be or might be used in any way for the : acquisi- 
tion of shares in the Mississippi Valley Generating Station, which 
was to build the Dixon- Yates plant ? 

Mr. Woopsine. I think my recollection is right that it says some- 
where in here specifically that none of it would be used for that 
purpose. 

Mr. Davis. It said specifically that none would be used ? 

Mr. Woopsipr. I think that is in here. 

Mr. Davis. Was that in the original form filed with your Com- 
mission ? 

Chairman Demmuer. The chronology which I have here makes all 
of that clear. I honestly think if the committee wants the whole story 
on what we did—apparently the implication of the question and of 
some of your earlier questions about our responsibility is that you are 
inquiring into whether we did fulfill our responsibility, and T think 
that can best be answered by the facts, and that is what I would like to 
put in here. 
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Mr. Davis. All right, Mr. Demmler. 

Chairman DemMter. It covers the Middle South financing, it covers 
the question which you just asked, and so forth. I believe it would 
save time and serve the interests of a complete record. 

Mr. Davis. All right, Mr. Chairman, but I do want to say to you 
before you do read your statement, which I wish you would do now, 
first there were no implications in my earlier remarks. We were seek- 
ing information. Secondly, I wonder if Mr. Woodside could file 
with the Commission as exhibits to be put into the record of our 
hearings copies of these registration statements. 

Chairman DemMuer. Yes. We have those prepared for filing. 

Mr. Davis. Of all the various amendments ¢ 

Mr. Woopsipe. Yes. Let me correct one thing. Apparently this 

yrospectus doesn’t state specifically that none of the proceeds might 
be used for any particular purpose. It is intended to repay the $12 
million bank loan. 

Let me read it: 

The company presently estimates that it will be required to invest substantial 
amounts in additional common stock of its system operating companies and in 
common stock of Mississippi Valley Generating Co. within the 4 years following 
1954. Such amounts are expected to be provided through additional financing 
by the company in amounts and at times not now finally determined. 

Senator Kerauver. May I see that? 

Mr. WoopsmnE. Yes, sir. 

Senator Krrauver. May I ask one question before you go on, Mr. 
Demmiler ? 

Did you make any interrogation about what this Mississippi Valley 
Generating Co. was? You or the Commission or any members of the 
staff ? 

Mr. Woopsipe. There is a discussion of that subject farther over in 
the prospectus, Senator. I did not have any discussions with any 
representatives, I personally did not have any discussions with any 
representatives of the company concerning that project. 

Senator Kerauver. When was this prospectus prepared? It says 
the date of this prospectus is September 23, 1954, but when was this 
prepared and when was it filed with the SEC ? 

Mr. Woonsipe, It was filed with us on the first of September. 

Senator Kerauver. Can you tell when it was prepared ? 

Mr. Woopsipe. No, sir; I cannot. Normally these things are in 
preparation sometimes several weeks in advance of the actual filing. 

Senator Kerauver. But you go into the question. If they are going 
to put their equity capital into some other corporation, do you go 
that matter ? 

Mr. Woonsinr. If there is an indication there will be an investment 
made in the securities of another company, we would. 

Senator Kerrauver. Is there not an indication that part of this 
money would go into the securities of another company ? 

Mr. Woopsipe. No. I don’t think so from what it says there. 

Senator Krrauver. You just read from the last paragraph on page 
3. Read the first sentence of the last paragraph on page 3. 

Mr. Woonstpr. The first sentence of the last paragraph on page 3 
refers to a program 

Senator Keravuver. Just read it. 
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Mr. Woopsipe (reading) : 


The company presently estimates that it will be required to invest substantial 
amounts of additional common stock in its system operating companies and in 
common stock of Mississippi Valley Generating Co. within the 4 years following 
1954. 

Senator Kerauver. My question was, Did you make any investiga- 
tion as to what this Mississippi Valley Generating Co. was? 

Mr. Woopsipr. That is discussed on page 9, ‘Senator, in the para- 
graph at the bottom of the page. My assertion about the company 
not spending any of the proceeds of this issue on that project was 
based upon the representations made to either staff members of my 
Division or the Corporate Regulation Division in the course of the 
processing of the 1935 act application and the 1933 act registration 
statement. In other words, the matter was discussed in the course of 
processing the case. 

Senator Keravuver. The last paragraph on page 9 speaks for itself, 
of course. It discusses the intention to invest a substantial amount 
of the money raised by this stock issue in the Mississippi Valley 
Generating Co. to build a steam plant at West Memphis, Ark. The 
question is, Did you go into the matter of whether they had a con- 
tract, whether this corporation had already been formed whether they 
had a contract for the construction of the steam plant. 

Mr. Woopsipe. No. 

Senator Keravuver. Is not that part of your responsibility / 

Mr. Woonsipr. At this juncture I wouldn’t think so. 

Senator Kerauver. You have already issued the stock. At what 
juncture would it be your responsibility ? 

Mr. Woopsiwr. This financing, as I regard it, is pretty much a 
refunding operation replacing debt securities with common-stock secu- 
rities. 

Senator Keravver. $1,300,000 is not a refunding ? 

Mr. Woopsipe. $1,300,000 is the amount over and above the refund- 
ing part which would go into the general treasury of the company. 

Senator Kerauver. And which will be used largely for the Missis- 
sippi Valley Generating Co. 

Mr. Woopsipe. My understanding is not. 

Chairman Demmtuer. May I furnish the answer to that question ? 

Senator Keravver. Let’s see what his understanding is. Just what 
is your understanding ¢ 

Chairman Demmter. We have office files 

Senator Kerauver. Just a minute. He has been put up as your 
special expert here. 

Chairman Demmuer. But not for the division in which the facts are 
set forth. The facts are on file in our corporate regulation division 
in the form of an amended declaration and the amended declaration— 
exhibit G to the amended declaration—is an undertaking that none 
of the money would be so used. 

Senator Kerauver. Just a minute. Exhibit G is a supplement to 
this? 

Chairman Demmter. No. It isa part of the filing under the Hold- 
ing Company Act. We have a letter dated Bepeeaiber 17, 1954, from 
the firm of Cahill, Gordon, Reindel & Ohl, which is exhibit G to the 
form U-1 filed by Middle South Utilities, Inc., to the Securities and 
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Exchange Commission, file 70-8291, addressed to the Commission, 
which states that— 

As counsel to and on behalf of Middle South Utilities, we have been authorized 
to confirm to you that none of the proceeds of the offering covered by the above 
application declaration will be used by the corporation to make investments in 
Mississippi Valley Generation Co. except as may be authorized in other proceed- 
ings before the Securities and Exchange Commission and that such corporation 
intends that any arguments which could be advanced in the above proceeding 
against such investment or the financing thereof can be advanced in such other 
proceedings. 

We have received a number of requests for public hearing in respect 
of the Middle South common-stock financing, and those requests were 
withdrawn on receipt from the company of the assurance that I have 
read that none of the money from the Middle South financing, none 
of this overage, none of the proceeds, would be used for the Mississippi 
Valley Generating Co. plant unless and until there were a further 
proceeding before the Commission. 

As I have previously stated to this committee, no such proceeding 
had been filed and a public hearing will be held when one 1s filed and 
the parties who requested a public hearing in the previous Middle 
South financing withdrew that request. 

Senator Kerauver. Mr. Demmler, the questions I want to ask are 
very simple and I think you or Mr. Woodside can furnish very simple 
answers tothem. What is the date of that letter? 

Chairman DemMuer. September 17, 1954. 

Senator Krrauver. This, as I understand it, is what is sent out to 
the public as representing what the stock issuance is for; is that 
correct ¢ 

Chairman Demmurr. Yes; it contains the information called for 
by the Securities Act of 1933 and our rules thereunder. 

Senator Kerauver. This is what the investor reads to see what it is 
for; isn’t that correct? 

Chairman Demmuer. That is what is furnished to the investor. 

Senator Kerauver. The purpose is to let the investor know what 
his money is going to be used for. 

Chairman Demotuer. Exactly; surely. 

Senator Kerauver. This was sent out or authorized to be sent out 
on September 23; is that. correct ? 

Chairman Demmter. The prospectus is usually used by the under- 
writers at or about its date. If it is dated September 23, presumably 
it went out that date. Of course, we don’t know that. 

Senator Keravuver. I submit, sir, that anyone reading this prospec- 
tus on page 9 would get the impression that a large part of the 
$1,300,000 was to be used for the Mississippi Valley Generating Co. 
to purchase stock of that company. 

Later on you got a letter 

Chairman Demmter. No, earlier. 

Senator Keravver. Earlier, the 17th, in which it said that that was 
not going to be the case. Is that correct? 

Chairman Demnter. I testified with respect to the letter, yes, sir. 

Senator Keravuver. That it was not going to be used for the Mis- 
sissippi Valley Generating Co.? 

Chairman Demater. That it was not to be used without a further 
proceeding. In other words, its use as stated in the prospectus—and I 
don’t know the prospectus from memory—the use of the money for 
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any such purpose would not take place until after a further proceed- 
ing before the Commission, 

Mr. Davis. May I ask a question which may be helpful? 

Mr. Chairman, prior to the receipt of that letter of the 17th was 
any indication given to the Commission or any of its associates that 
the overage or some of the proceeds from the sale of this stock might 
be used for the acquisition of shares of Mississippi Valley Generat- 
ing Co.? 

Chairman Dremmtuer. I don’t know the answer to that question. 
Perhaps Mr. McDowell can testify to that. 

Mr. Davis. Can you tell us, Mr. McDowell ? 

Mr. McDowe tv. There was no such indication given to us by the 
company. What we had from the company is just what you have seen 
in the prospectus. We did have some requests for public hearings by 
various members of the public who stated in conversations with me 
that the reason for their request for hearing was as you suggest. 

Mr. Davis. In conversations with you ? 

Mr. McDowe ut. Yes, sir. 

Mr. Davis. Were there any written communications? 

Mr. McDower.u. There were written requests for hearings which 
contained such allegations, yes, sir. 

Mr. Davis. From whom were these written communications re- 
ceived ? 

Mr. McDowett. Such a communication was received from the 
American Public Power Association, from the National Association 
of Rural Electric Cooperatives, from various members of municipal 
associations in the Tennessee Valley. I don’t remember the names of 
those. 

Mr. Davis. Mr. McDowell, do you have any of that correspondence 
with you? 

Mr. McDowe .. No, sir. 

Senator Krerauver. What were the dates of these letters? 

Mr. McDowe.u. These letters were at various dates, Senator, after 
the original declaration was filed and notice was published in the 
Federal Register. 

Mr. Davis. Were those letters prior to the September 17 date, the 
date of this letter ? 

Mr. McDowe.i. Some were, and some were about at that date. 
Some may have arrived after that letter arrived. 

Senator Kerauver. You think the letter of September 17 was to 
avoid the hearings that they requested ? 

Mr. McDowe tt. I think that is correct, Senator. 

Senator Kerauver. That is a good, frank answer. 

Mr. McDowett. The company got together with the people who had 
made those requests to see whether or not they could work the thing 
out so as to avoid a public hearing in the matter and go ahead with the 
financing on the time schedule which they had worked out. The 
people who made those requests were satisfied and the Commission was 
satisfied under the circumstances. 

Chairman Demnter. I might add—— 

Senator Keravuver. Just one second. Do you have letters from the 
people who made the requests saying that they were satisfied ? 

Mr. McDowe tu. Yes, sir. 
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Senator Krerauver. Can those be made a part of the record, Mr. 
Demmler ? 

Chairman DemmueEr. Yes. We don’t have them here but we can 
furnish them. 

Mr. McDowett. I should say that the letter we have is signed by 
Mr. Volpe as counsel for the group, that is, the group in the Tennessee 
Valley, and then we had similar letters from the American Public 
Power Association and from the National Association of Rural Elec- 
tric Cooperatives saying they were satisfied. 

Mr. Davis. Would there have been anything to restrict or restrain 
Middle South Utilities from using the overage or excess at least of 
the proceeds from the sale of this issue of stock for the acquisition 
of shares in Mississippi Valley Generating ? 

Mr. McDowetx. Under the Public Utility Holding Act they could 
not so use the proceeds until they filed a declaration or an application 
under the act getting the Commissioner’s permission under sections 9 
and 10 of that act so to use the proceeds. 

Chairman Demoter. The statement in the prospectus concerning 
the possible use of the funds for the Mississippi Valley Generating Co. 
is ended by the sentence: 

The foregoing statements are subject to securing regulatory approvals with 
reference to all the financing, including the acquisition of the stock interest by 
the company, and to working out the necessary debt-financing arrangements. 


So if the investor reads the whole section he would see that it was an 
expression of intention and that it was subject to receipt of the neces- 
sary regulatory approvals, and the proceeding for such regulatory 
approval was definitely put into the future by the letter of September 


17. Exhibit G to the form U-1. 

Mr. Davis. As I understand it, sir, there would be normally two 
steps involved in the process of Middle South acquiring the stock 
of Mississippi Valley Generating. First, if they had to raise the 
money by the issuance of stock, they would have to secure the approval 
of the Commission. Secondly, they have to secure approval of the 
Commission in order to acquire the stock once they had raised the 
money from the sale of stock. Is that correct? 

Chairman Demmer. Actually there would be three proceedings 
required. 

Mr. Davis. At least those two, Mr. Chairman. 

Chairman Demmter. Yes, at least those two. I would rather make 
it accurate, though, since we are talking about a technical subject. 

One, Middle South has to raise the money if it doesn’t already have 
the money in its treasury. If it raises the money by the sale of 
securities, it has to have a registration statement under the Securities 
Act. Then in order for Middle South to buy stock of Mississippi 
Valley Generating Co., it has to have a proceedings under the Holding 
Company Act, and since Mississippi Valley Generating Co. would 
be a subsidiary of both Middle South and Southern Co., Mississippi 
Valley Generating Co. has to have a proceeding under the Holding 
Company Act to sell its stock to Middle South and to Southern Co. 
and to do its financing of debt securities. 

Mr. Davis. At any rate, the issuance of these securities could have 
been the first step in the acquisition of the stock of Mississippi Generat- 
ing by Middle South Utilities, is that correct? 
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Chairman Demmcer. In respect of any overage above the amount 
necessary for refinancing; yes, sir. 

Mr. Davis. In other words, assuming that there had to be subsequent 
approval by the Commission for the acquisition of such stock, never- 
theless, on the basis of this present proceedings, the one we are talk- 
ing about, Middle South Utilities could have used the overage from 
the proceeds of sale of this stock for the acquisition of the stock of 
Mississippi Valley Generating, subject to later approval by the Com- 
mission. Is that correct? 

Chairman DemMuer. Not could have used, might be able to use 
assuming a contract, assuming the regulatory approvals. 

Mr. Davis. Yes, sir. 

In other words, this would be the first step in the process of acquir- 
ing the shares of Mississippi Valley Generating, is that correct? 

Chairman Demmterr. I think I have answered the question. I said 
the first step, assuming a contract, approval of the contract, and assum- 
ing successful regulatory proceeding, and a successful financing. 

Mr. Davis. Assuming all that this would be the first step, that is 
to say, to raise some money to get those shares by the issuance of 
securities, is that correct, sir? 

Chairman Demmurr. I would say that you are as well equipped to 
draw that conclusion as I am. 

Mr. Davis. That is my conclusion. Do you disagree with it? 

Chairman Dem™Muer. I wouldn’t disagree with it; no. 

Senator Krrauver. Before you goon, may I ask one other question ? 

Mr. Demmler or Mr. Woodside, what is this Mississippi Valley Gen- 
erating Co., where is it organized and incorporated, and who are its 
incorporators ¢ 

Mr. Woopsine. To my knowledge there isn’t any 

Senator Kerauver. Do you mean you allow a prospectus to have the 
name of some company that has not been organized ¢ 

Mr. Woopsipe. It is an Arkansas corporation. 

Senator Kerauver. You said first you didn’t know that there was 
one, and now you say it isan Arkansas corporation. 

Mr. Woopsine. This says the station would be built by Mississippi 
Valley Generating Co., an Arkansas corporation. 

Senator Kerauver. Will you look at your files and give us more 
details about it ? 

Mr. Woopstne. I don’t think there is anything more in the files. 

Senator Keravuver. In some of these files here you surely have some- 
thing about the Mississippi Valley Generating Co., do you not? 

Mr. Woopsinr. I don’t have any. To my knowledge there is noth- 
ing in the registration statement other than this statement. Am I 
wrong on that? 

That is correct. 

Senator Kerauver. So you did not inquire what it was going to do 
or who organized it or what business it would be in. 

Mr. Woopstpr. We did not raise any question beyond the statement 
here. 

Senator Kerauver. If a prospectus indicates that money might go 
into another corporation I understood you to say a few minutes ago 
that vou did look into it to see whether it was a proper investment or 
whether it was something the company was authorized to deal in. 
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Might it not be ultra vires for the Mid-South to be getting into another 
kind of business ? 

Chairman Demmuer. We do not have authority over that. Under 
the Securities Act of 1933, Senator, the limits of our authority are 
set forth. So far as approval of the transaction under the Holding 
Company Act I have indicated what those approvals are; namely, Mis- 
sissippi Generating’s acquisition of securities and the sale of secu- 
rities and the acquisition of the securities of Mississsippi by Middle 
South and by Southern Co., and no proceedings in respect to those 
acquisitions have been filed with us. 

Senator Krerauver. Suppose it had said on the bottom of page 9 or 
indicated that part of the funds might be used for getting into the 
Arkansas Meat Packing Co., something that had nothing to do with 
the business of electric energy. 

The Cuatrman. Or North Dakota Uranium Co. 

Senator Keravuver. Or North Dakota Uranium Co. Well, that is 
atomic energy. North Dakota Uranium Co. I understood you to say 
that you did pay some attention to what the money was going to be 
put into. 


Mr. Woopsipr. That is correct. 

Senator Kerauver. Did you not at least look into what the Missis- 
sippipi Valley Generating Co. was, who it was, what it was going 
to do? 

Mr. Woopsine. Senator, this company is a holding company. It 
owns securities, I think, with 1 exception, 100 percent of the common 
stock of 3 operating utilities and not quite 100 percent of a fourth. 
This recites an intention perhaps to have an investment in the future 
in the other operating company. This struck us as being a statement 
that indicated an intention subject to the development of the events 
recited here, including completion of the negotiations of a contract 
and securing regulatory approval to do something. 

At the moment it didn’t seem to me and to the staff working on the 
case to loom sufficiently large in relation to the company’s financial 
picture at the moment to raise any further question. 

Senator Kerauver. I had understood, just as another statement on 
the subject, that holding companies in the second degree were sub- 
stantially eliminated by the Holding Company Act. That is, while 
you might have 1 holding company like the Middle South Utilities 
for 4 or 5 companies, you can’t pyramid a holding company on a hold- 
ing company. Isn’t that correct? 

Mr. McDowe... That is not correct. You can’t pyramid 3 steps up, 
Senator, but you can pyramid 2 steps up. 

Senator Kerauver. You mean it is perfectly all right for some 
holding company to own the stock of Mid-South and Southern Co., 
and several others? 

Mr. McDowe t. It might be under certain circumstances, but you 
are misusing the example when you put it in the context of Middle 
South and Southern Company. There are several holding-company 
systems whose properties are substantially integrated where there is 
a subholding company or a series of subholding companies under the 
holding company today. The leading example of that would be the 
American Gas & Electric system, and West Penn Electric system 
would be another, where there are subholding companies under the top 





436 POWER POLICY—DIXON-YATES CONTRACT 


holding company, and the subhol ling companies in turn own stock 
in the operating companies. 

Senator Kerauver. As I understand it, it is a little unusual, Mr. 
McDowell. You can have a group of operating companies, you can 
have a holding company for those operating companies, and you can 
have a holding company on top of that holding company, but you can’t 
have the third one up above. 

Mr. McDowe xt. That is right. I can read you the language of 
the act. 

Senator Kerauver. It might be true under some circumstances and 
it might not be true under others, is that correct ? 

Mr. McDowe xt. That is correct. 

Senator Keravuver. On the basis of page 9, this is going to be a 
holding company on top of a holding company. 

Chairman Dremmuer. No; it wouldn’t be, because it was to be 
another public utility subsidiary of Middle South and also of Southern 
Co. In other words, the generating company would be a public utility 
company under the Holding Company Act. 

Senator Kerauver. When Dixon and Yates joined together, that 
is another holding company. 

Chairman Demmuer. No. 

Senator Krrauver. It would be a holding company for Mississippi 
Valley Generating Co. 

Chairman Demure. Southern Co., as we understand from the 
press accounts, Southern Co. would own 20 percent of the stock of 
Mississippi Valley Generating Co., a public utility, and Middle South 
Utilities Co. would own 80 percent of the stock of Mississippi Valley 
Generating Co., a public utility company. 

Senator Keravver. What I am trying to get at, do you sanction 
the joining together of two holding companies for the purpose of 
forming another operating company 7 

Chairman Demmter. That question, sir, is directed to a matter 
which has not yet but will ultimately be submitted to us in our judicial 
capacity, and | think that on that subject it would be highly improper 
for me to indicate what we would sanction or what we will sanction. 

Senator. Kerauver. Mr. Demmler, that surprises me, because while 
you might not sanction it, you let a prospectus go out indicating to a 
prospective buyer of stock that it was all right. 

Chairman Demnier. No. We let a prospectus go out which ex- 
pressed a present intention on the part of the management subject 
to regulatory approvals. 

Senator Keravver. Of course people usually read the first part of it. 
They may not read the last lines here. 

Chairman DemMter. We can’t assume in a document like a pros- 
pectus that everything at the end of a particular section is not going 
to be read. 

Senator Kerauver. I would only submit that any Government 
agency which is supposed to give people the information and facts 
about securities ought to put in the important part of it, and if this 
was not a clear legal thing, that there should have been some exception 
noted in the main part of this statement here by your organization. 

Chairman Demmurr. May I say, sir, that the Government does not 
give the information. It is the registrant which gives the information. 
The registrant has the liability and the statute says that there is noth- 
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ing to be assumed from the fact that the registration statement is 
effective; that the Securities and Exchange Commission has approved 
it. 

Senator Keravuver. But you have the duty, sir, of not letting the 
investors buy stock in something that is against the law 

Chairman Demauer. No, sir. 

Senator Knrauver. I am not saying this is, but if it is in clear viola- 
tion of the law, you have no duty in that matter ? 

Chairman Demmuer. The basic philosophy of the Securities Act of 
1933 is one of disclosure. It requires the registrant to disclose its busi- 
ness. It may with respect to use of proceeds require the registrant 
to disclose its preintentions. We do not, as I see it, have any juris- 
diction under tthe Securities Act of 1933 to inquire into the pro- 
priety of the intentions of the registrant. We do, of course, have 
jurisdiction under the 1935 act, the Public Utility Holding Company 
Act, in respect of this particular proposed transaction, the investment 
in Mississippi Valley Generating Co. We have jurisdiction when 
papers are filed with us to act on that matter in a judicial capacity. 

Senator Krerauver. Just one more question. This is a farfetched 
question but suppose the prospectus stated the purpose of the issuance 
of stock was to finance a corporation to go into the business of selling 
narcotics. Under the power of the Securities and Exchange Act, you 
would have no way of preventing the issuance of a stock of that 
nature ¢ 

Chairman Demmnter. I think what we would be responsible for 
doing there would be to require the registrant to state that the sale 
of narcotics is illegal in every State in the Union. 

Senator Kerauver. Why did you not require the registrant to state 
here that this kind of operation of two holding companies coming to- 
gether might be or might not be legal ? 

Chairman Demnter. The registrant did state that it was subject to 
regulatory approvals. I think it is a matter of taste as to just exactly 
how you express a particular concept. 

Senator Kerauver. Very well. 

Mr. Davis. Mr. Chairman, did the registrant in any way indicate 
to the Commission or give it any reason to believe or to be informed 
that the excess or overage would be or might be used to acquire stock 
in Mississippi Valley Generating ? 

Chairman Demmtuer. The statement on the prospectus says just 
exactly that and I think it speaks for itself, Mr. Davis. 

Mr. Davis. I am asking you now, sir. Can you tell me? 

Chairman Demmuer. I don’t know anything except what is in the 
prospectus and what I read in the papers. 

Mr. Davis. You read the prospectus, did you not, sir? 

Chairman Demnter. I did not, personally. 

Mr. Davis. Who did? 

Chairman Demmtuer. It was examined by the group in the Corpo- 

ration Finance Division, which is headed by Mr. Harvey Thorson. 
You understand that we have thousands of prospectuses a year and 
we must work through a staff. 

There are simply not enough hours of the day or red corpuscles in 
our blood for us to process every matter which comes before the 
Commission. The prospectus was read and examined and processed 
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in accordance with our established procedures. Unusual questions 
only were called to the attention of the Commission. 

Mr. Davis. Mr. Chairman, did you have any inkling or any 
knowledge whatsoever that any of this money might be used to acquire 
any shares in Mississippi Valley Generating C ot Can you tell me, 
sir? 

Chairman Demnter. I, personally? 

Mr. Davis. Yes, sir. 

Chairman Demure. Yes; I did have the knowledge transmitted 
by the prospectus. I had not read the prospectus, but the matter 
was reported to us in the discussion be fore the Commission which I 
have since read. I was not present. The matter was called to the 
attention of the Commission in connection with the request for an 
adjournment—ri ather, withdrawal—of the requst for public hearing. 

Mr. Davis. Then, you had some reason to believe, sir, that the 
excess of this money at least might be used by Mid-South to acquire 
shares in Mississippi Valley Gener ating; is that correct? 

Chairman Demmuer. I would say anyone who read the prospectus 
had some reason to believe that. If you ask me whether I have reason 
to believe that now, yes, subject to regulatory approvals, 

Mr. Davis. Mr. Woodside, were you given any information which 
would lead you to believe that the excess might be applied toward 
the purchase of stock in the Mississippi Valley generating station ? 

Mr. Woopsipe. I had the impression from t: alking with the staff at 
the time this case was going through that there was no attempt to 
earmark receipts from this issue over and above refunding for that 
purpose. 

Mr. Davis. There is a history referred to in this prospectus, Mr. 
Woodside. Did the history indicate in any way that the excess might 
be used to acquire stock in Mississippi Valley Generating Co. ? 

Mr. Woopsipe. The prospectus says that the excess cash will be 
added to the corporation’s general fund and may be used to purchase 
additional common stock of the subsidiaries or other corporate pur- 
poses. Other corporate purposes is as broad as daylight. 

Mr. Davis. Do you have a separate history in ad jition to this? 

Mr. Woopsinr. No, sir; there is nothing in our files, to my knowl- 
edge, other than this. 

Mr. Davis. Do you want to read your statement, Mr. Chairman? 

Chairman Demmurr. I would like to. I have a chronology with 
respect to the Middle South financing. Also, I would like to state 
what we did in respect of the Stietenroth charges. I can limit myself 
to that or I can read the whole thing. 

Mr. Davis. Will you hold off on the Stietenroth charges? I have 
a few questions I would like to ask about that. 

Chairman Demnuer. Limit myself to the Stietenroth charges? 

Mr. Davis. No, the other way around, sir. 

Chairman Demmuer. They may be intermingled here somewhat. 
Middle South Utilities, Inc. filed the cited declaration which is File 
70-3291 and 2-11119 under the Public Utility Holding Company Act 
of 1935, and its registration statement under the Securities Act of 1933 
on September 1, 1954. Mississippi Power & Light Co. filed the cited 


declaration and registration statement, our File No. 70-3294 and 2- 
11126, on September 3, 1954. 
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On August 20, 1954, Messrs. Paul O. Canaday, Vice President of 
Middle South, and Paul Hallingby, Assistant to the President of 
Middle South, conferred with Messrs. McQueeney and Pines regard- 
ing financing plans of Mississippi and Middle South. 

On August 24, 1954, Mr. McDowell, Director, and members of the 
staff of the Division of Corporate Regulation reported to the Com- 
mission on the conference with the representatives of Mississippi with 
respect to the proposal to exchange on a share-for-share basis 44,476 
shares of cumulative prefered stock for the company’s $6 cumulative 
preferred stock, no par value, liquidating value $100 per share, the 
unexchanged shares to be offered at competitive bidding pursuant. to 
rule U-50. 

The staff indicated it had difficulty with the company’s proposal to 
fix the dividend rate instead of having it determined by competitive 
bidding. The Commission directed the staff to advise the company 
representatives that it was inclined to the view that the company should 
not fix the dividend rate, but that the Commission would grant a 
hearing to company representatives, if they wished to present further 
arguments. 

On August 26, Mr. McDowell reported to the Commission that he 
had advised the Mississippi representatives of the Commission’s re- 
action to their proposal and that these representatives were reluctant, 
because of possible delay, to press the matter further before the Com- 
mission. The Commission then indicated a desire to hear the com- 
pany’s representatives on the subject and requested that they be invited 
to appear. 

On September 8, Mr. Edgar H. Dixon, president of Middle South, 
together with Mr. Paul H. Hallingby, Assistant to the President of 
Middle South, and Mr. Paul O. Canaday, vice president of Middle 
South, appeared before the Commission to discuss the Mississippi 
proposal on competitive bidding; particularly as to whether the com- 
pany itself might fix the dividend rate on the new preferred as well as 
the public offering price, and invite competitive bids only on the 
amount of compensation which the underwriters would charge for 
the standby commitment in respect of the shares not used in the 
exchange. 

Upon conclusion of the company’s presentation and discussion with 
the staff, the Commission concluded: One, that tailoring the exchange 
otier so as to promote exchange was a proper exercise of managerial 
discretion; and, two, that, considering the fact that the company’s 
proposal would result in an absence of banker domination and tend 
to provide economies in financing while at the same time achieving 
the company’s objective of a large number of exchanges, and the fur- 
ther fact that an invitation for bids on underwriting compensation 
alone appeared to satisfy the requirement of rule U—50 applicable to 
the underwriting of securities, no objection would be interposed to the 
type of invitation for bids proposed by the company. 

{t was the conclusion that a memorandum opinion discussing this 
feature of the financing should accompany the Commission’s final 
order, if issued. 

On September 14 the Commission adopted a notice of filing, subject 
to rule U-23 in the matter of the declaration filed by Mississippi, 
Holding Company Act Release No, 12653, September 14, 1954. 
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The Division of Corporation Finance mailed its letter of comment 
to Middle South on September 9, 1954. The only comments in this 
letter were to note that certain information and exhibits were to be 
furnished by amendment and to advise the company that the financial 
statements should reflect any accounting conditions or requirements 
included in the order to be issued. No accounting conditions were 
imposed in this order, but see below as to other conditions. 

The Division of Corporation Finance mailed its letter of comment 
to Mississippi Power, addressed to Mr. J. B. Stietenroth, on Septem- 
ber 14, 1954. In addition to noting that certain information and ex- 
hibits were to be furnished by amendment, this letter requested that 
information on the sale of gas facilities be furnished and that the 
discussion of the Middle South Utilities, Inc., Southern Co. proposal 
to the Atomic Energy Commission for construction of a plant at West 
Memphis, Ark., be expanded to indicate that the statements in the text 
are subject to securing regulatory approvals with respect to the 
financing. 

Comments on the financial statements included a request for a letter 
from the company describing in detail the nature and amount of any 
adjustments other than normal recurring accruals entering into the 
determination of the results reported in the unaudited 7 months’ pe- 
riod included in the summary of earnings. The customary instruction 
that effect be given in the financial statements to any accounting con- 
ditions or requirements included in the order to be issued under the 
Holding Company Act was cited. 

On September 16, with Messrs. McDowell, Freedman, McQueeney, 
and Zazove of the Division of Corporate Regulation present, the Com- 
mission gave consideration to a telegram received that day from W. P. 
Hampton, president, Warren Rural Electric Cooperative Corp., 
Bowling Green, Ky., requesting a public hearing upon the proposal 
of Middle South to issue and sell an additional 475,000 shares of com- 
mon stock by means of a rights offering to its stockholders. 

Mr. McDowell advised the Commission at this meeting that in a 
conference with the staff, Mr. Walter T. Skallerup, Jr., and Mr. Sid- 
ney Willner had advised that they were preparing a request for hear- 
ing upon the Middle South financing proposal, to be filed in behalf 
of the State of Tennessee and the Tennessee Valley Public Power 
Association, the latter understood to be an organization of municipali- 
ties and other public bodies in the Tennessee Valley area which oper- 
ates municipal plants. No decision was reached at this meeting. 

On September 17 Mr. McDowell discussed the several requests for 
hearing with the Commission and advised the Commission that in a 
telephone conversation with Mr. Volpe, of Volpe, Boskey, & Scal- 
lerup he was informed that this firm, at this point, was not represent- 
ing the State of Tennessee but only its Governor and that the question 
of being retained by the State had not been resolved. 

On September 20 the Commission discussed additional requests for a 
hearing on the Middle South financing proposal. These included a 
letter dated September 17, 1954, from the American Public Power 
Association, signed Alex Rabin, and a telegram from Congressman 
Emanuel Celler supplementing the “Demand American public power 
association for full public hearing on plan to sell stock to finance 
building of the steam plant of now famous Dixon- Yates contract with 
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AEC.” Mr. Rabin’s letter referred to the possibility that Middle 
South’s financing proposal is a step in the company’s contemplated in- 
vestment in the Mississippi Valley Generating Co., the so-called 
Dixon- Yates contract. 

In this connection, Mr. McDowell advised the Commission that the 
firm of Volpe, Boskey, & Scallerup had indicated a lack of interest in 
Middle South’s financing having to do with the issuance of stock to 
retire bank loans and that he had arranged for counsel to confer 
with the Volpe firm as to the possibility of limiting the present financ- 
ing proposal so as to avoid controversy and that it appeared likely 
that Middle South would amend its financing proposal so as to 1n- 
corporate an agreement and consent that the Commission, in authoriz- 
ing sale of the common stock, is not in any way passing upon any sub- 
sequent investment by Middle South in Mississippi Valley Generating 
Co. or that company’s proposed method of financing, in such event 
the clients of the Volpe firm would probably abandon their requests 
for a hearing on the present proposal. 

No action was taken at this time. 

On September 21, further discussion was had concerning the sug- 
eestion that Middle South amend its declaration to give assurance that 
none of the proceeds would be invested in Mississippi Valley Generat- 
ing Co., except upon approval by the Commission in a subsequent 
proceeding. 

Incidentally, I would like to correct a statement I did make at one 
stage of my testimony in which I said that I understood there had 
been a commitment that none of the proceeds would be used for the 
Mississippi Valley Generating Co. The commitment was that none 
of the proceeds would be so used without subsequent approval. 

On September 22, at a Commission meeting at 3:30 p. m., the staff 
reported that Middle South had amended its declaration as discussed 
previously. 

It was reported further that, upon the basis of the amended declara- 
tion and upon the understanding that the Commission’s order would 
reserve all questions respecting the investment by Middle South in 
Mississippi Valley, including methods of financing such investment, 
and I will add that our order was so conditioned, until a proceeding 
involving such investment is before the Commission, all petitioners 
for a hearing upon the present common-stock financing proposal had 
withdrawn or abandoned their requests for such a hearing. 

I would like at this time, if I may, to submit to the committee 
Holding Company Act release No. 12665, which is our order under the 
Holding Company Act regarding the issuance of this stock, and I 
direct your attention to the portion of the order which does reserve 
jurisdiction with respect to the investment of money in Mississippi 
Valley Generating Co. 

The Cuamman. It will be admitted and made a part of the file. 

Mr. Davis. May we have this made a part of the record at the con- 
clusion of the Chairman’s statement ? 

The Cuarrman. It is so ordered. 

Chairman Demnier. At this meeting, the Commission was advised 
that a telegram had been received from J. D. Stietenroth, former officer 
of Mississippi Power & Light Co., challenging the accuracy of finan- 
cial information contained in that company’s pending registration 
statement and that of Middle South. 
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The telegram advised the Commission that there were certain en- 
tries recorded on the books on Stietenroth’s order but for which he 
did not have a sound reason and there were other entries which he 
believed should be put on the books of Mississippi in order to more 
nearly reflect its true financial condition, but which he did not dare 
even to propose. 

In view of this, Stietenroth stated that he desired, “To withdraw 
each and every financial figure and any and all other data which are 
included in both of said registration statements and which have been 
filed with you as representing figures or data furnished upon my 
authority.” 

Upon recommendation of the Director of the Division of Corporate 
Regulation, the Commission deferred action upon the Middle South 
financing proposal pending inquiry by the staff of Middle South 
officials as te the charges made by Stietenroth. 

Late in the afternoon on the same day, the staff reported further 
to the Commission. 

The Director of the Division of Corporate Regulation reported on a 
telephone conversation which he had had with Mr. Paul Canaday, vice 
yresident of Middle South, and Daniel James, Esq., of Cahill, Gordon, 
Reindel & Ohl, counsel for Middle South. These gentlemen advised 
the Director, and agreed to confirm in writing, which has been done, 
that. none of the charges made in Stietenroth’s telegram was of any 
substance or validity: that Stietenroth had participated in meetings 
in New York with Ebasco Services, Inc., and Reid & Priest in con- 
nection with Mississippi's accounting for Federal tax purposes and had 
never objected to or disagreed with the manner in which such ac- 
counting had been handled; that Mr. W. I. Hill, who for 18 years had 
been assistant to Mr. Stietenroth in the accounting department of Mis- 
sissippi Power & Light was prepared to sign the registration state- 
ment for Mississippi Power; that Middle South persisted in its re- 
quest that the Middle South declaration and registration statement 
be made effective that day. 

The staff pointed out that the electric plant accounts of Mississippi 
Power had been subjected to the original cost studies of the Federal 
Power Commission and that its plant account was established at 
original cost, with plant acquisition adjustments being amortized in 
accordance with requirements of the regulatory agencies. 

Mr. Barr then reported to the Commission that he had talked with 
Mr. Youngdahl, partner of Haskins & Sells, the independent certified 
public accountants who had certified the financial statements of Middle 
South and Mississippi Power through December 31, 1953, included in 
the declarations and registration statements pending before the Com- 
mission. Mr. Youngdahl was speaking from Mississippi Power’s 
principal office in Jac ckson, Miss., where he had been investigating the 
charges made by Stietenroth, and reported that there was no merit in 
the chi arges and that Haskins & Sells were willing that the declaration 
and registration statement of Middle South be made effective. Mr. 
Youngdahl agree to confirm by telegram, which was received the next 
day. 

The Director of the Division of Corporation Finance then stated 
that, in view of assurances given by the company officers, their counsel, 
and the independent auditors, he recommended that the Middle South 
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request for acceleration be granted and the statements be made effective 
on this date, September 22, 1954. 

Senator Kerauver. That is Mr. McDowell you are talking about? 

Chairman Demmter. That was Mr. Woodside who made that recom- 
mendation. 

A similar recommendation was made by the Director of the Division 
of Corporate Regulation was respect to Middle South’s Holding Com- 
pany Act declaration. Action was deferred until the next meeting of 
the Commission. 

At 10:25 a. m., on September 23, 1954, the Commission met, with 
representatives of the Divisions of Corporate Regulation and Corpora- 
tion Finance present. Confirming, telegrams from E. H. Dixon, presi- 
dent of Middle South, and from Haskins & Sells, the latter dispatched 
from Jackson, Miss., were considered and ordered placed in the 
minutes. 

Mr. Woodside then advised the Commission that he had asked Mr. 
Barr to telephone Mr. Stietenroth to obtain such further amplica- 
tion of his charges as possible. 

Mr. Barr then reported that he had telephoned Mr. Stietenroth as 
instructed and obtained from the conversation that the entries put on 
the company’s books to which he took exception were the reversal of 
the tax accruals; that he had no difficulty with reversal of the excess 
accruals for 1949 and 1950, as they were based on settlements with the 
tax department, but that he was opposed to reversing the accruals for 
1951, 1952, and 1953 since no settlements had been made for those years 
and that this represented a change in company policy followed for 
many years, to which he could not agree. 

Stietenroth said that he had filibustered in a meeting of company 
officials in New York in an effort to obtain a satisfactory basis for the 
reversal of the tax accruals. He admitted that some part of these 
amounts might well be considered surplus but he was afraid to put his 
name on the statements without knowing how much the real tax 
liability was. 

Mr. Stietenroth stated to Mr. Barr that if these tax reversals were 
made consistency would require a review of other reserves on the same 
basis, and cited the reserves for uncollectible accounts and inventory 
adjustments, which he said might be overstated. 

Mr. Barr noted that these reserves were $79,000 and $112,000, re- 
spectively, which he considered insignificant in a company the size of 
Mississippi Power. Mr. Stietenroth agreed that the amounts were not 
large but that he was arguing a question of principle. 

At this point Stietenroth professed to Mr. Barr a lack of knowledge 
on the question of what constitutes “materiality” in such matters as 
Securities Act registration statements. 

Mr. Stietenroth then contended that there was a deficiency in the 
depreciation reserve. He said that the company had followed the 
Federal Power Commission’s uniform system of accounts for some 
time, but on the basis of his calculations the reserve was short by some 
$500,000 in 1949 or 1950, but that this deficiency had been cured by 
the end of 1952. 

However, Mr. Stietenroth said that by applying shorter useful lives 
to the properties from date of acquisition his calculations showed a 
deficiency of approximately $2,500,000. 
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With respect to this point, Haskins & Sells, through Mr. Young- 
dahl, had advised Mr. Barr, orally and confirmed by telegram, that 
to increase the reserve for depreciation by $2,500,000 would be inappro- 
priate because information obtained by Haskins & Sells in the regular 
course of their service indicated that the company is accumulating by 
charges to income over the remaining service life of depreciable prop- 
erties a reserve equal to the cost of such property. 

At the conclusion of the conversation with Mr. Stietenroth, Mr. 
Barr stated that he had inquired whether Mr. Stietenroth had any 
further comments to make or information to supply which this Com- 
mission should have. Mr. Barr said that after some hesitation Mr. 
Stietenroth replied that he had nothing further to offer or suggest. 

The Chairman then asked whether the figures challenged by Mr. 
Stietenroth were considered material in terms of the Middle South 
common-stock financing and Mr. Barr said, “No,” a view shared by 
the other members of the staff. 

After due consideration and upon unanimous recommendation of 
the Directors and staff members present, concerned with the Middle 
South proposal, the Commission determined to grant the effectiveness 
of its declaration and registration statement, and approve the staff 
recommendation that, in order to save the company from delay and 
expense of reprinting its prospectus and other instruments to be used 
in the stock offering, which had already been printed with a September 
22, 1954, record date in anticipation of receipt of Commission orders 
on that di ute, the orders be entered making the declaration effective 
September 22, 1954, and the registrat lon statement effective September 
93, 1954, as of 5:30 p. m., Se sptenmer 2 22, 1954. 

By letter dated Septe amber 22, 1954, Senator Kefauver inquired of 
Chairman Demmiler as to whether it was permissible under SEC re- 
quirements and regulations for a company to maintain two sets of 
books and asked what information the Commission had as to Missis- 
sippi Power’s practices in this regard. Receipt of this letter was ac- 
knowledged at once with a full reply under date of September 30, 1954. 

In response to the first point, this Commission’s rule U-28 relative 
to inconsistent financial statements was quoted. 

As a basis for response to the second point, Mr. Paul Canaday, vice 
president of Middle South, who happened to be at the Commission’s 
offices when the response was being prepared, was asked for informa- 
tion and advised that Haskins & Sells had covered the question of 
two sets of books in a letter to the Mississippi Power’s board of direc- 
tors. In response to a telephone request made by Mr. Barr in Mr. 
Canaday’s presence, Mr. Youngdahl furnished a letter containing the 
substance of the firm’s letter to the board of directors. This letter, 
received September 29, was the basis for a memorandum prepared 
by Mr. Barr for inclusion in the Chairman’s letter to Senator Ke- 
fauver. 

On September 30, 1954, the Commission discussed the pending 
preferred-stock refinancing proposal of Mississippi Power, with par- 
ticular reference to the char ges of improper accounting made by J. D. 
Stietenroth, former chief accounting officer of the company. Follow- 
ing a telephone conversation with Jerome K. Kuykendall, Chairman 
of the Federal Power C ommission, Chairman Demmler reported that 
FPC, which had primary jurisdiction over the accounts of Mississippi 
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Power, was conducting an examination of that company’s books and 
records to ascertain the facts with respect to Stietenroth’s charges. 

In order that the Commission would be fully informed with respect 
to the current status of the FPC examination before taking action 
upon the Mississippi Power refinancing proposal the Commission de- 
termined that an SEC staff accountant should proceed immediately to 
Jackson, Miss., to inquire and report with respect to the nature and 
scope of the FPC examination and concerning any facts so far de- 
veloped which might be material to the issues relevant for con- 
sideration by this Commission in exercising its jurisdiction over the 
Mississippi Power refinancing proposal. 

At 3:10 p. m., Messrs. Demmler and Goodwin reported on confer- 
ences during the lunch hour in which it was determined to send Mr. 
Barr, Chief Accountant of the Division of Corporation Finance, to 
Jackson immediately for the purpose discussed at the morning ses- 
sion of the Commission. Mr. Rowen concurred in this action. 

In accordance with the above instruction, Mr. Barr departed for 
Jackson, Miss., the following morning by air. 

On October 1, 1954, the Commission had a preliminary discussion 
with members of the staff of the Division of Corporate Regulation, 
particularly with reference tto the exchange offer and invitation for 
bids in respect to Mississippi Power. 

No action was taken. 

With Commissioners Adams and Armstrong concurring in its ear- 
lier action, the Commission, with Mr. Woodside present, reaffirmed its 
authorization of September 30, 1954, for Mr. Barr to proceed to Jack- 
son, Miss., to confer with members of the staff of the Federal Power 
Commission who are conducting an examination of the books and 
records of Mississippi Power w ith respect, particularly, to the charge 
of improper accounting made by J. D. Stietenroth. 

In this connection it was reported that an amendment had been 
filed to the Mississippi Power registration statement substituting the 
signature of W. I. Hill, who succeeded Stietenroth as the chief 
accounting and financial officer of the company. 

On September 28, 1954, the Division of Corporation Finance ac 
knowledged Stietenroth’s telegram and advised him how to proceed 
to relieve himself of liabilities under the Securities Act of 1933 with 
respect to Mississippi Power and called his attention to the fact that 
he had not signed the Middle South registration statement. 

On October 1, 1954, Mr. Thorson, Assistant Director of the Divi 
sion of Corporation Finance, telephoned Mr. W. I. Hill, acting secre- 
tary and treasurer and new agent for service for Mississippi ‘Power, 
and called his attention to the fact that his signature on the amended 
statement covered only the amendment but that his signature should 
cover the statement as filed, as well as the amendment. Mr. Thorson 
also inquired what the company proposed to do by way of disclosure 
regarding the dismissal of Stietenroth, the charges he had made, the 
company’s answer thereto, and the investigation by FPC now in 
progress. 

Mr. Hill said he did not know but thought members of the board had 
it under consideration and that he would advise Mr. Thorson. 

Qn the morning of October 4 Mr. Barr reported to the Commission 
on his mission to confer with Federal Power Commission staff 
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Mississippi Power’s office in Jackson. Mr. Barr reported that on 
Thursday evening, September 30, prior to departure for Jackson on 
October 1, he had telephoned Mr. Charles W. Smith, Chief of the 
Bureau of Accounts, Finance and Rates of the Federal Power Com- 
mission, who had just returned from Jackson. 

Barr stated that Mr. Smith stated he had satisfied himself that 
Mississippi Power was keeping its books in accordance with the k PC 
Uniform System of Accounts and that the reports on FPC form 1 
were in agreement with the published reports to stockholders. 

Mr. Smith further stated that he had traced the net income per 
books into copies of the company’s Federal income-tax returns. On 
the matter of reversal of income-tax accruals Mr. Smith stated that 
this action was appropriate and that the company had in the past 
made overprovisions for taxes. 

On the matter of depreciation Mr. Smith stated that his Commis- 
sion had not made studies which would afford a basis for an opinion 
on the reserve. 

Mr. Barr stated that in Jackson on October 1 he had a general dis- 
cussion with Mr. Imhoff and other FPC staff members and was given 
a Summary in accord with his conversation with Mr. Smith. Mr. Barr 
then talked with Mr. W. I. Hill, acting secretary and treasurer of 
Mississippi Power. On Mr. Hill’s suggestion Mr. Barr then went to 
the office of the president, Mr. Wilson, and met him and the chairman 
of the board, Mr. Brown. 

During this meeting, Mr. Barr inspected the original journal 
voucher for the reversal of the Federal income taxes and proposed 
entries of Mr. Stietenroth which were the subject of Mr. Barr’s tele- 
phone conversation, on September 23, with Mr. Stietenroth. 

While in conference with the company’s officers, Mr. Barr made 
inquiries as to matters raised by Stietenroth that day in his testimony. 

Mr. Zwerling had attended the hearings and upon return to his 
Commission office had reported to Mr. Thorson and both then re- 
ported to Mr. Barr by phone. 

One point related to an offer by Mississsippi Power to assume the 
debt and take over the assets of North Central Mississippi Electric 
Power Association, a matter not discussed in the prospectus, an omis- 
sion of a material fact in Stietenroth’s opinion. Mr. Wilson gave 
Mr. Barr a copy of a letter which outlined the offer and described 
the circumstances. The association had been operating at a loss and 
the debt of some $1,200,000 to $1,300,000 was in excess of the book 
value of the assets. As to the latter, Stietenroth had charged that 
part of the assets if taken by Mississippi Power would constitute 
duplicate facilities. Mr. Wilson stated that the company intended to 
use the properties if acquired. 

The facts with respect to Stietenroth’s charge of improper expendi- 
tures in connection with a power district election were developed by 
FPC staff and furnished later upon telephone inquiry after Mr. Barr's 
return to Washington. 

Stietenroth had stated that expenditures by the company for poll 
watchers and other charges were improper and that he had had certain 
vouchers approved by company’s counsel, verified by FPC staff as ap- 
proved by Mr. Green, general counsel. The principal voucher in ques- 
tion has been identified for us by the FPC staff as voucher No. 7-825, 
dated July 22, 1954, for a total of $959.90, of which $714.15 was 
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charged to account: No. 801, miscellaneous general expenses, and in- 
cluded labor at the polls and mileage and other items, all but $48.96 
of which were for payments made in amounts from $6.10 to $55.64 
on July 3, the day of the power district vote. 

The remaining $245.75 was charged to account 761.1, right-of-way 
clearing, and was made up of 4 items on July 2 and 1 on July 9. 

On inquiry by Mr. Barr of Mr. Hill, the latter said he had questioned 
the district manager as to those payments and was assured that they 
were, in fact, made for clearing right-of-way and that a physical in- 
spection, if made promptly, would bear him out. 

The FPC staff also identified a payment for legal fees in the amount 
of $500, for July 1954 to July 1955 made to Thomas & Morton, of Sena- 
tobia, Miss., made on the authority of L. M. Taylor, vice president. 

In connection with the assistance rendered to this Commission by 
FPC staff, it may be noted here that on October 1, 1954, a member of 
their staff visited this Commission’s offices for the purpose of inspect- 
ing the filings by Middle South and Mississippi Power under the 1933 
act, as well as annual reports under the 1934 act, and the declarations 
under the 1935 act. The work had not been completed as of October 
6, 1954. 

On October 5 Messrs. Canaday and Wilson, representing Missis- 
sippi Power, called at Mr. Woodside’s office to discuss proposed amend- 
ments to the registration statement as suggested previously by Mr. 
Thorson. 

(The supplemental statement was filed with the committee.) 

The CHairman. Gentlemen, we will recess for 10 minutes. 

(Brief recess. ) 

Chairman Lancer. The meeting will come to order. 

Senator Kerauver. Mr. Chairman, before we resume hearing the 
testimony of the witnesses, as a member of the committee, I would 
like to make a brief statement with reference to the letter which has 
been received from the Atomic Energy Commission, signed by Mr. 
Nichols, the General Manager, in response to the letter of the chair- 
man of yesterday asking what the status of the contract was and sug- 
gesting again that its approval should be held up pending the inves- 
tigation of this committee. 

The letter says that on October 5 the form of a proposed contract 
had been approved by the Commission. It further said that the pro- 
posed contract has not been executed by or on behalf of the Com- 
mission. 

Mr. Chairman, what I seriously object to is the approval of the 
proposed contract with the secrecy that surrounds it in the face of 
two requests by this committee investigating important antitrust and 
monopoly angles of his Dixon- Yates matter. 

The first resolution of this committee was passed on July 2, 1954, 
pointing out the reasons why this committee thought it might not 

e in the public interest and asking that its approval be held up pend- 
ing the completion of the investigation. 

The second resolution was on September 29, further asking that 
it be held up. 

All the Atomic Energy Commission did was to acknowledge receipt 
of the resolutions of this committee. 

It seems that at least out of deference to this committee investigat- 

ing a matter that the Atomic Energy Commission should be interested 
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in also that this committee should have been advised pursuant to these 
resolutions of what was taking place. President Eisenhower stated 
that he wanted all information about this Dixon-Yates matter made 
public for the benefit of the public, and yet, even in the face of that 
Presidential suggestion, the Atomic Energy Commission has ignored 
the resolutions of this subcommittee of the Judiciary Committee. I 
do not think that is a proper respect for a committee of Congress. 
After all, the Congress has an important function to play in this 
entire matter. It indicates to me, Mr. Chairman, that there is an 
effort at secrecy on the part of the Atomic Energy Commission. 

This, together with the suggestion that the joint committee waive 
the 30- day provision, indicates a great anxiety to have this contract 
consummated before Congress can get back in session to debate and 
discuss the entire matter. 

I wish that the Atomic Energy Commission would at least send 
up a copy of the minutes showing just what was done and the votes 
of the various members of the Commission, and any data that might be 
in the minute books showing what consideration was given. 

As one member of the committee I want to express a very deep 
disappointment with the utter lack of cooperation that has been af- 
forded this committee and the United States Senate in connection 
with this important Dixon-Yates matter by the Atomic Energy 
Commission. 

Chairman Lancer. May I say to you, Senator Kefauver, that ap- 
parently the administration gives information to the Wall Street 
Journal before it does to this committee. I read this article from the 
Wall Street Journal some hours before receiving the letter. It says, 
on page 3: ; 

Power Contract: AEC Approves Dixon-Yates Pact; Asks Congress To Permit 
Signing. 

I think it would be interesting to read just what the Wall Street 
Journal has tosay aboutit. Itsays: 





(By 





a Wall Street 





Journal Staff Reporter) 


The Atomic Energy Commission officially approved final terms of the so-called 
Dixon-Yates power contract and asked Congress for quick permission to sign it. 


Will you read that for the record ¢ 
Mr. Davis. Yes, sir. [Reading :] 


The Joint Congressional Committee on Atomic Energy tentatively called a 
session for next Wednesday to take a final look at the controversial deal. Tele- 
grams to committee members said the date would be confirmed later this week. 

The AEC announced only that it had asked the joint committee “to determine 
if a waiver can be given under section 164 of the Atomic Energy Act of 1954 for 
the proposed contract,” but it was clear such a request would not have been 
made unless the final contract was ready for congressional scrutiny and therefore 
approved by the Commission. 

The contract is still secret, but it is supposed to carry out a proposal from 
Edgar H. Dixon and Eugene A Yates, heads of Middle South Utilities, Inc., and 
the Southern Co., respectively, under which their utilities holding companies 
would build a 650,000-kilowatt steamplant at West Memphis, Ark. The Govern- 
ment would buy the power, which would flow into the Tennessee Valley Author- 
ity’s system at Memphis, theoretically replacing a similar amount used by AEC 
plants at Paducah, Ky., and Oak Ridge, Tenn. 

Completion of the final contract, ordered by President Eisenhower through 
the Budget Bureau last June, has been held up by criticism from congressional 
and political supporters of TVA and public power. They charge a new TVA 
plant could supply the power at much less than the estimated $20,782,000 annual 
cost from the Dixon-Yates plant. 
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Even as it became known the AEC had approved the contract, a Senate 
judiciary monopoly subcommittee headed by Senator Langer, Republican, of 
North Dakota, was holding a hearing on affairs of Middle South. Mr. Langer 
immediately wrote AEC Chairman Strauss asking for details of the contract “if 
it has been agreed upon either formally or informally.” (AKC would not dis- 
cuss the vote by which the contract was approved by the five-man commission. ) 

The subcommittee asked that details be sent by this afternoon. Its letter said 
it deemed it “highly improper” for the AEC to approve terms of the contract while 
it was investigating. Mr. Langer’s subcommittee has twice called on the admin- 
istration and AEC to hold up work on the contract until it finished its investi- 
vation. 

Fireworks are also likely before the Joint Atomic Committee, headed by 
Representative Cole (Republican, New York). Before AEC can finally sign 
the contract, the law provides that it must have been before the committee for 
30 days while Congress was in session. The committee’s tentative session next 
week will take up whether to waive this waiting period, as AEC has requested. 

The joint committee hearings will be conducted under the chairmanship of 
Senator Hickenlooper (Republican, Iowa), who is ranking Senator on the 
committee. 


Chairman Langer. So you see, Senator Kefauver, every farmer and 
laboring man who reads the Wall Street Journal will of course have 
ull this information this morning, although you as a member of this 
committee did not get it until this afternoon in the form of this letter. 

There is another interesting article in this Wall Street Journal 
which I know will interest every laboring man, and every farmer who 
reads the Wall Street Journal. 

Senator Krrauver. I imagine it has a big circulation in North 
Dakota. 

Chairman Lancer. It is on the front page, and says: 

Strauss Says Private Industry Is Not Getting Rich on AEC Program. 


If you are interested, Senator, I will read that to you. 

Senator Kerauver. That is very interesting. 

Chairman Lancer. The interesting part comes in the next page, in 
another article, page 3. It is right below where it says the power 
contract has been approved. It says: 


Group Formed To Study Peacetime Investment in Atomic Energy Uses. 


I think I will read that to you, because I think you will recognize 
some of these names. 


A group of the Nation’s biggest business and financial interests has been formed 
to study peacetime uses of atomic energy and investment possibilities. 

Robert LeBaron, former Assistant to the Secretary of Defense for atomic 
energy, will head the group. 


This interested me very much. 


“They have retained me to dig these opportunities up, look into the field and 
give them advice,’ Mr. LeBaron said. “We will meet monthly and get a cross 
section of views. The setup has no other obligation than to study the problem,” 
he added. 

Mr. LeBaron said, “We all feel that the peaceful atom is really going to change 
a lot of things in our industrial structure. Some feel it may be quite a while. 
Others feel it is right on top of us. We need hardboiled financial thinking 
about how, when, and where we can go ahead.” 


I might just digress to say, such as Mr. Dixon and Mr. Yates have. 


He added that the group includes a representative of the Vincent Astor estate; 
Gardner Cowles, of Cowles Publications; Harvey Firestone, of Akron; Roger 
Kyes, of Detroit, former Deputy Defense Secretary,; Eric Johnston, president 
of the Motion Picture Producers association; Randolph Marston, of New York, 
representing Laurance Rockefeller ; Nathan Pearson, of Pittsburgh, representing 
the Mellon familv: Charles MeMarmick af MeCormick Tag Co.: Harris McIntosh, 





450 POWER POLICY—DIXON-YATES CONTRACT 


of Toledo, Ohio, president of Teledo Scale Co.; G. H. Walker, of New York, an 
investment banker; James Walker, of New York, representing the James Brady 
estate; Robert Dowling, of New York, a real-estate man; and Marvin Braverman, 
Washington, D. C., attorney. 

I notice they have missed some of your Tennessee laboring men and 
farmers. No doubt if you write them a letter, you can get them to 
include some of them. 

I am going to put the other article that is on the front page here in 
the record. I might say, Senator Kefauver, that I agree fully with 
you, with the entire statement you made a few moments ago. 

Senator Keravver. I want to thank the distinguished chairman, 
and it leads me to say that in debate on the floor of the Senate about 
this atomic energy bill, we were terribly afraid that the small-business 
man and the little fellow was not going to have much chance to partici- 
pate in this big atomic energy development, and the commercial uses 
that might come as a result of it. 

This rather confirms the view that some of us had, that it is not the 
little fellows who are getting in on the inside of atomic energy develop- 
ment here, at least from the beginning, because I do not see many little 
fellows in this list that has been read by the chairman. 

I wonder, Mr. Chairman, in view of the fact that we have not been 
able to get much cooperation from the Atomic Energy Commission 
on what is going on about this matter, and we have not been able to 
secure any cooperation from the Atomic Energy Commission in hold- 
ing up the approval of this contract pending the consideration of 
grave monopoly problems that are veuiected here, and also in con- 
sideration of the question of whether Mid-South Utilities is the kind 
of corporation with which the Government would want to deal in 
view of some testimony that has been brought out, if it would be in 
line to move that we ask the Atomic Energy Commission for a copy 
of its minutes concerning the contract, showing the discussion of the 
Commission as recorded, and also how the individual members of the 
Commission voted on the matter. 

Chairman Lancer. I think it would be very proper in view of the 
statement made by President Eisenhower a few days ago that he 
wanted this to be public. 

Senator Keravuver. I so move. 

Chairman Lancer. Seconded, and carried unanimously. Will you 
see that is done, Mr. Davis? 

Mr. Davis. Yes, sir. 

Chairman LaNcer. You may proceed, Mr. Davis. 

Mr. Davis. Mr. Chairman, I believe that either you or Mr. Wood- 
side testified just before the short recess that there was nothing in this 
registration statement filed with the Commission which would indi- 
cate clearly that any of the excess amount realized from the sale of this 
stock might go for the purchase of Mississippi Valley generating sta- 
tion shares, is that correct ? 

Mr. Woopsing. I think that iscorrect. In fact, I read it and secured 
the opposite impression. 

ee’ Davis. You had the opposite impression, you say, Mr. Wood- 
side 


Mr. Woopsine. I could be wrong. 
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Mr. Davis. Was this prospectus all that was filed by Middle South 
Utilities in support of its registration statement, or were any addi- 
tional documents filed with you! 

Mr. Woopsipr. No, sir. The entire registration statement is this 
document here. 

Mr. Davis. Was there a declaration filed with you? 

Mr. Woopsinr. The declaration was filed with the Commission under 
the 1935 act, which is under the administration of Mr. McDowell. 

Mr. Davis. Was the declaration filed with you, Mr. McDowell ? 

Mr. McDowe tt. It was filed with the Commission. 

Mr. Davis. Does it carry any indication that the excess money be 
used by Middle South to purchase shares of Mississippi Valley gen- 
erating stations ¢ 

Mr. McDowe.t. The declaration carries the same statement as in 
the prospectus. 

Chairman Demoter. In other words, the act provides for cross- 
reference. 

Mr. McDowert. Plus an amendment as in the letter which was 
previously read into the record. 

Mr. Davis. Does the declaration anywhere contain any information 
that the excess or any moneys thus realized by the sale of stock would 
be used to purchase stock of Mississippi Valley generating station? 

Mr. McDowett. I think I have answered the question, Mr. Davis. 

Mr. Davis. The answer is “No.” 

Mr. McDower t. It contains the same material that is in the pros- 
pectus. 

Mr. Davis. Is the answer yes or no, can you tell me? 


Mr. McDowett. I think the ara tus speaks for itself, and I think 


we have been over this ground before. 

Mr. Davis. Can you give me a yes-or-no answer / 

Mr. McDowe t. It says that any amount in excess of the amount 
required for the company bank notes would be added to its treasury 
and available for investment in common stocks of system operating 
companies or other corporate purposes. 

Mr. Davis. That will be made a part of the record. 

(The document was filed with the committee. ) 

Mr. Davis. But I would like to have you tell me whether in your 
opinion—and I think it is a simple question and I can have a simple 
answer—whether there is any statement in that declaration that would 
lead you as an officer of the Securities and Exchange Commission to 
believe that any of this money might be used for the purchase of 
Mississippi Valley generating station stock ? 

Mr. McDowe... Might be used, yes. Yes; I think it might be used, 
subject to further regulatory approvals as indicated in the prospectus. 

Mr. Davis. Fine. 

Mr. McDowe tt. I think any money in a corporate treasury might 
be used subject to approval. 

Mr. Davis. Was there any indication that it would be used for that 
purpose ¢ 

Mr. McDowet. I would say that question has been answered by the 
statement in the prospectus. 

Mr. Davis. I would like to have you answer me. 

































452 POWER POLICY—DIXON-YATES CONTRACT 


Mr. McDowe tu. I can’t answer you, not that second question—that 
is, Whether it would be so used. The statement does not say that it 
would be so used; nor does it say that it wouldn’t be so used. 

Mr. Davis. I see. But, as you read it, it might be used for that 
purpose ¢ 

Mr. McDowett. Yes, sir; that is correct, subject to further regu- 
latory approvi al. 

Mr. Davis. Do you agree with that, Mr. Woodside? 

Mr. Woopsinr. There is an additional sentence here which seems to 
me ought to be clearly in the record : 

Such amounts (referring to additional investments in subsidiary companies) 
are expected to be provided through additional financing by the company in 
amounts and at times not now fully determined. 

rhat refers to a program over the next 4 years. 

Chairman Lancer. I want to interject here, Mr. Davis: Will you 
investigate these names that were read off in the Wall Street Journal, 
and find out how many of them are mixed up with monopolies and 
make a report to this committee as to just exactly what businesses 
they are engaged in, and if any are mixed up in that monopoly all 
over the South that prevents REA’s from organizing profitably and 
compels the farmers and the small municipalities to pay a high rate 
for their electric power, and give a copy of that also to Mr. Kefauver, 
a member of this committee ¢ 

Mr. Davis. Yes, sir. 

Chairman Lancer. Do it as soon as you possibly can. Is there any 
other information you want? 

Senator Kerauver. I think it could be put in the record. I think 
the connection of any of these people with private utilities and with 
this Dixon-Yates group would be very interesting; also, I think it 
should show their former Government connections, if any. I think 
that would be a very interesting thing to do. 

Chairman Lancer. I think you might also check into the facts as to 
why they get men who have held very important and confidential 
relations with the Government, as two of those men, should be so 
suddenly hired by this group, and whether they are by any chance 

s you know violating the law which provides that anybody working 
for the Government for 2 years shall not make any of that informa- 
tion available. This committee has been very jealous of that statute 
passed by the Congress. 

Only a short time ago we refused to confirm five men who were 
named by former President Truman on the antisubversive committee, 
as I remember it, because they had been connected with the Govern- 
ment, 

Will you see that these two men whose names were mentioned, 
formerly connected with the Department of Defense, whether they 
have violated any law, and report back to this committee? 

Mr. Davis. Yes, sir. Just one last question to conclude that line 
of questioning, gentlemen. 

Is it correct to state, therefore, that, in your opinion, there was 
othing in the documents filed with you in support of this registra- 

tion statement or in the registration statement, itself which would 
indicate clearly that the excess would be used for the purchase of stock 
of the Mississippi Valley generating station ? 
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Chairman Demuurr. I think you have to take it this way, Mr. 
Davis. I think it is a question that cannot be answered with a “Yes” 
or “No” answer. The description of the proposed use proceeds was 
for the refunding, with the overage, the $1,300,000, for general cor- 
porate purposes. What are general corporate purposes? It would 
mean that it is available in the treasury for whatever the company 
intends to do, which is within its corporate purpose. 

Then you have a section of the prospectus which describes pro- 
posed but nevertheless uncertain activities in the future. One of 
these activities, Mississippi Valley Generating Co., which Middle 
South indicated it might get into, subject to requisite regulatory 
approvals. 

Mr. Davis. It did indicate it might get into it; is that correct ? 

Chairman Demnter. I think the prospectus speaks for itself, but 
I think it rather clearly indicates that intention. 

Mr. Davis. Mr. Chairman, believe me, I mean no disrespect. 1 
know the prospectus speaks for itself. I would like to have you speak 
to me, sir. I really would like to clarify this in a sincere way. I 
mean no disrespect, but I am still not clear what your answer is. 

Is is correct to say, therefore, that there was an indication in the 
papers filed with you that this money might be used for the purchase 
of shares of Mississippi Valley Generating Co. ? 

Chairman Demmurr. There was an indication that corporate funds 
which would include this money, any money from the proceeds of 
further financing, or earnings, might be used for this purpose; that 
is, the Mississippi Valley Generating Co. investment, subject to future 
regulatory approvals. 

Mr. Davis. Thank you, sir. As I understand it, sir, there was some 
testimony that requests were made of the Commission for a public 
hearing on this registration statement; is that correct ? 

Mr. McDowett. That is correct. 

Mr. Woopsipr. Excuse me. Requests for public hearing on the 
declaration under the 1935 act. 

Mr. Davis. That is correct. Can any of you gentlemen enlighten 
the committee as to whether any members of the staff or any of you 
were in telephonic communication with any of the applicants or their 
attorneys ¢ 

Mr. McDowetu. I was; yes, sir. 

Mr. Davis. Can you tell us who you called, Mr. McDowell ? 

Mr. McDowett. I believe I spoke to Mr. Canaday and Mr. Dixon 
on the subject and told them that the requests for the hearing had 
been filed. 

Mr. Davis. Can you tell us the details of that conversation or those 
conversations, and what was said ? 

Mr. McDoweti. May I take time to refresh my memory from this 
memorandum ¢ 

Mr. Davis. Certainly. 

Mr. McDowetn. I cannot remember the precise sequence of tele- 
phone calls, Mr. Davis. I am sure I talked to Mr. Volpe and Mr. 
Skallerup, and I believe I talked to Mr. Boskey, all of the firm of 
Volpe, Boskey & Skallerup, who were counse! for the Tornessee Vol- 
ley Association, and then in the course of those telephone conversa- 
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tions, I elicited the information that what they were concerned with 
was the overage here, and not the money from the common-stock 
financing, which would be used to refund the notes. 

In view of that, I so advised Mr. Dixon or Mr. Canaday, one or the 
other, on the telephone, and suggested to them that perhaps they 
should talk to Mr. Volpe and see ‘if the two of them together could 
satisfy the request for hearing in some way other than by a formal 
hearing. 

After that it is my understanding that Mr. James, acting for Mr. 
Dixon and Mr. Canaday, did meet with Mr. V olpe and did work out 
this procedure for filing this letter which has been read to you. That 
was satisfactory to Mr. Volpe, it was satisfactory to the Commission. 
On that basis no hearing was noticed. 
tion? 

Mr. Davis. Yes. 
recollect ¢ 


Mr. McDowe.u. Those are the sum and substance of the conver- 
sations, Mr. Davis. 


I may have had more than one conversation. 

Mr. Davis. Mr. McDowell, are you aware of any telephone calls 
made to the applicants for a public hearing, or any of their attorneys 
by other members of the staff? 

Mr. McDowe.i. You mean in connection with public hearings by 
any other members of the staff? 

Mr. Davis. Yes, sir, in connection with the public hearing that was 
being sought. 

Mr. McDowe xu. Other members of the staff were working on this 
proposal under my general direction, and it is possible that some other 
conversations occurred. I would not be able to answer that question 
offhand. 

Mr. Davis. Does the Commission keep records of such conversa- 
tions ? 

Mr. Dowex.. No, sir. 

Mr. Davis. Do you know, Mr. McDowell, or any of you gentlemen 
here, whether any attorney on the staff of the SEC called any of the 
applicants or their attorneys in an attempt to get them to withdraw 
their application for a public hearing? 

Mr. McDowet. I know that I discussed with Mr. Volpe the gen- 
eral subject matter which I just discussed with you. I don’t know 
just how the subject came up, but certainly the subject of the with- 
drawal of the request was discussed in the course of the conversation, 
if the company would make an amendment to the declaration so as to 
comply with Mr. Volpe’s wishes. 

Mr. Davis. Did you initiate the proposal that there might be a 
withdrawal of the request under those terms? 


Mr. McDowext. It was first mentioned to me I would say by the 
company. 


Mr. Davis. By the company ? 

Mr. McDowetu. Yes, sir. As to whether it might be possible for 
them to get together with the people who were requesting the hear- 
ings and work something out. Not precisely that, but whether if they 
amended the declaration so as to make it per fectly clear they ulti- 
mately did that none of the proceeds would be used for Mississippi 
Valley financing without further approval of the Commission, 


Does that answer your ques- 


Are there any further conversations that you can 
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whether under those circumstances it would be necessary to conduct a 
public hearing. 

Mr. Davis. Mr. McDowell, did you in any way urge Mr. Volpe or 
any of the others to withdraw their request for a public oeat 

Mr. McDowext. I did so urge Mr. Volpe; yes. 

Mr. Davis. Can you tell me why ? 

Mr. McDowe tu. Because in my judgment the issues involved in the 
case with the further assurance which the company gave by Cahill 
Gordon’s letter did not warrant the holding of a public hearing in 
this particular matter. 

Mr. Davis. Can you tell me why it did not warrant the holding of 
a public hearing ? 

Mr. McDowe tt. Because it seemed to me perfectly clear under 
the standards of the Holding Company Act, section 7, which is what 
the Commission was necessarily interested in, that the standards were 
complied with. There was no problem of underwriting here, or exces- 
sive fees paid to anybody, or anything of that sort. It was a pure 
question of the use of the proceeds, and the use of the proceeds funda- 
mentally here was for the purpose of a refunding operation, and only 
to the extent of this overage for the other corporate purposes. 

Mr. Davis. Mr. McDowell, didn’t you regard your position, as be- 
tween the applicants for a public hearing, I assume in opposition, and 
the registrants, as being somewhat quasi-judicial, perhaps ? 

Mr. McDowe tu. I think the Commission is the one that sits in the 
quasi-judicial capacity. 

Mr. Davis. You are an agent of the Commission. 

Mr. McDowe tt. I am the director of a division. 

Mr. Davis. As the director of the division, didn’t you think there 
might be some impropriety involved in your urging the position of 
the company or the registrant ? 

Mr. McDowe tu. Under the circumstances of this case, no. 

Chairman Demmater. I would like to interrupt, if I may, because 
as Mr. McDowell says, it is a matter for the Commission, which to 
some extent is an administrative agency, and to some extent sits in a 
quasi-judicial capacity. The Commission has historically over the 
years under the rules adopted pursuant to the Holding Company Act, 
always tried to, so to speak, expedite the formal processes of capital 
formation. Under its rule U-23, adopted under the Holding Com- 
pany Act, when an application is filed, a notice is published in the 
Federal Register, and sometimes an additional notice is given, and 
at the end of the time specified in the notice, a request for public hear- 
ing is made. The Commission then determines whether or not to 
grant a request for a hearing, and has historically set out in its notice 
for public hearing the issues which will be considered at that hearing. 
The issues which are considered at a hearing are issues which are 
related to the standards of the Public Utility Holding Company Act. 
The Commission felt that the standards of the Public Utility Holding 
company Act were not involved in this declaration to raise the com- 
mon stock, unless the result of an order of the Commission making 
the declaration effective would constitute some kind of a preliminary, 
semiapproval of the Mississippi Valley Generating Co. transaction, 
which actually was not before us. 
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We felt that the proponents of the request for a public hearing were 

interested in not being debarred from raising that issue at the proper 
time. They were understandably not sure w hether or not the argument 
might be available to the company from an approval of the particular 
financing that the Securities and Exchange Commission by approving 
the transaction had in effect approved the Mississippi Valley Gen- 
erating Co. investment in advance. 

When they were assured that no such advance approval was involved 
in this proceeding, they were willing to withdraw their request for 
hearing, and we felt, since the Mississippi Valley Generating issue 
was not involved in the pending proceeding, it was entirely in accord- 
ance with our practice not to have a hearing on a subject which was 
not 1n rssue, 

Consequently, it was not a case of Mr. McDowell taking off on a 
gay adventure of his own when he made these requests. He did it 
with the full concurrence of the Commission. I hs appen to have been 
out of town at the time, but I was in touch with the Commission by 
telephone. I think the other Commissioners were there, or if not, they 
were also in touch by telephone. We considered it an entirely proper 
thing, because we think that in financing generally speaking the 
processes of capital formation should go forward in the absence of 
au reason to hold them up. We felt that the Mississippi Valley Gen- 
erating matter was not involved in this proceeding. 

Mr. Davis. All right. I should now like to turn, since the hour 
is getting late, to discussing with you, Mr. Chairman, in a preliminary 
way the ‘Stietenroth telegram and the issues raised by it. 

Chairman Laneer. Mr. Davis, the chairman has got to go on a 
juvenile delinquency hearing in connection with the Indians in North 
Dakota and South Dakota, and I have to get ready for it. Senator 
Hendrickson advised me today that he could not go. Senator Hen- 
nings is in Missouri and cannot be there. It is self-evident that we 
cannot get through here today. 

Mr. Davis. May I have another 10 minutes, Mr. Chairman? 

Chairman Lancer, All right: 10 minutes more. 

Senator Keravver. When did you want to go and get ready for it? 

Chairman Lancer. I have to have the rest of the week to get ready 
for that juvenile delinquency hearing. It involves Indians in two 
States; it involves Federal and State Governments and the treaties be- 
tween the different er out there. I simply cannot do two things 
at the same time. I do not see how the rest of this week and next 
week I can do anything but take care of that job. 

Senator Kerauver. I am looking forward with pleasure to joining 
the chairman on Monday at the juvenile delinquency hearing. 

Chairman Lanoer. I am very glad to have you. Senator Mundt and 
Senator Case will be there. Would it inconvenience you very much if 
we adjourned this over for a week from Monday ? 

Mr. Davis. No, sir; that will be all right. May we sit until 5:30 

today ¢ 
Chairman Lancer. Yes. 

Mr. Davis. There are just a few questions I would like to address 

to the Chairman about the Stietenroth telegram. 

Senator Kerauver. Before you get to that, I would like to ask just 


briefly, Mr. Demmler, do these utility people hang around your office 
and look over your correspondence ? 
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Chairman Demmurr. You mean my office? 

Senator Kerauver. Yes, sir. 

Chairman Demmtuer. They certainly do not hang around my office. 

Senator Kerauver. You are in a judiciary position, and you do not 
let them hang around and read your correspondence ¢ 

Chairman DemMuer. I certainly do not. 

Senator Keravuver. And help you answer mail and things of that 
sort. 

Chairman Deemer. No, sir; I do no such thing. 

Senator Kerauver. And you do not allow anybody on your staff to 
allow them to be hanging around reading letters and helping your 
staff prepare answers, do ‘you ! 

Chairman Demmurr. No. Now you talk about hanging around an 
office. 

Senator Keravuver. I mean just around the office looking at letters 
that the Commission receives, and helping the staff prepare—— 

Chairman DemMurr. | think we run an orderly and honest shop 
over there, Senator Kefauver, and we permit no such practices as 
what you talk about. 

Senator Keravver. I have always had that impression that you did 
and you seem to be honorable good men, but on page 11 of your state- 
ment, Mr. Demmler , if you will refer to page 11, by letter dated 
September 22, 1954, Senator Kefauver inquired of C hairman Demmler 
as to whether it was permissible, and so forth. Then at the bottom 
of the page: 

As a basis for response to the second point, Mr. Paul Canaday, vice president 
of Middle South, who happened to be in the Commission’s office when the response 
was being prepared, was asked for information and advised that Haskins & Sells 
had done— 
and so on. 

I do not like the idea of a letter from me to you, Mr. Demmler, to 
be answered by information Mr. Canaday gives you, rather than what 
you know. 

Chairman Demmuer. Let me give you a full answer, if I may, to 
that question. 

September 22 happened to be the day that the company was expect- 
ing the registration statement concerning the Middle South financing 
to become effective. The processes of financing are such that repre- 
sentatives of the issuer are invariably 

Senator Krrauver. The only thing I want to know is did you have 
my letter there? 

Chairman Demnuer. No. 

Senator Kerauver. Mr. Canaday was there and did you say, “What 
do you say about this and what kind of answer can we give?” 

Chairman Dewurr. He was asked for information, At no place 
does it say he was shown your letter. 

Senator Kerauver. It says he was in the Commission’s office and 
you got information from him to answer my letter. I wanted an an- 
swer from you and not him. 

Chairman Demmuer. The only information we have concerning how 
the company keeps its books is necessarily information which we get 
from the company. ‘The man was there on a legitimate errand. If 
we happened to ask him for the information concerning the company’s 
method of keeping the books, I consider (a) his presence as a member 
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of the public to be entirely proper, and I think also our directing the 


inquiry to him for info mation as to how the company keeps its books 
is also entirely proper. 


Senator Kerauver. Very well. 

Mr. Davis. Now, Mr. Chairman, with regard to the telegram of 
Mr. Stietenroth, dated September 22, and addressed to the Commis- 
sion, is such a telegram usual or unusual at the Commission? Have 
you received many such telegrams at the Commission ? 

Chairman Demmurr. I would rather have Mr. Woodside answer 
that question. He speaks out of 21 years’ experience. 

Mr. Woonsipr. There may have been instances in the past where an 
officer resigning from his position with the company had notified us 
of that fact prior to the effective date of a registration statement for 
the purpose of relieving himself from liabilities under the statute. 
I can’t recall any case such as this. 

Mr. Davis. You cannot? 

Mr. Woopsipr. I cannot. Where a signing officer on a registration 
statement, after its filing, bearing his signature, then charged that 
the statement was inadequate. There may have been some, but I 
can’t recall any. 

Mr. Davis. You cannot recall any such case? 

Mr. Woopsipr. No. 

Mr. Davis. This telegram arrived on September 22, and was dis- 
cussed at a meeting of the Commission held at 3:30 p. m., that day, 
according to the chronology of the Chairman. When was the registra- 
tion statement acted upon by the Commission? What is the date of 
the action of the Commission ? 

Mr. Woopsine. September 23. 

Mr. Davis. It was the next day, was it not, sir? 

Mr. Woopsipr. Yes, sir. 

Mr. Davis. As I understand it, and I am just summarizing the 
chronology now, after the telegram was received and discussed at 
the meeting in the late afternoon of September 22, Mr. McDowell, I 
believe, called Mr. Paul Canaday, the vice president of Middle South 
and Daniel James, who was the attorney for Middle South, and dis- 
cussed the charges in Stietenroth’s telegram with them, is that cor- 
rect ? 

Mr. McDowett. Yes, sir. 

Mr. Davis. And also called Mr. W. I. Hill, who had been assistant 
to Mr. Stietenroth—— 

Mr. McDowe tt. Mr. Barr called me. 

Mr. Davis. Mr. Barr also called Mr. Youngdahl, a partner of Has- 
kins & Sells. 

Mr. McDowett. Mr. Hill apparently was not called. I don’t be- 
lieve it says that. 

Mr. Davis. No, apparently not. But Mr. Barr called Mr. Young- 
dahl, a partner of Haskins & Sells, who are the accountants for Mid- 
dle South, is that correct ? 

Mr. Woopsinr. Yes, that is correct. 

Mr. Davis. And the charges were discussed over the telephone with 
these gentlemen ? 

Mr. McDowe tt. That is correct. 


Mr. Davis. Mr. Barr subsequently called Mr. Stietenroth on the 
telephone. 
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Mr. McDowrtn. Yes. 

Mr. Davis. That was on the next day, the 23d. 

Mr. McDowe tu. Yes. 

Mr. Davis. Before the Commission had acted. 

Mr. McDowe tu. Yes, sir. 

Mr. Davis. How long did Mr. Barr speak to Mr. Stietenroth on 
the telephone? 

Mr. Woopsipe. I was present during the conversation, and I would 
guess he was on the phone for 15 or 20 minutes. 

Mr. Davis. After these unusual charges were received by the Com- 
mission, you called the registrants, the officers and their attorneys and 
Mr. Barr of your office, the following morning, called Mr. Stietenroth, 
is that correct ¢ 

Mr. McDowe tu. Yes. 

Mr, Davis. Is it correct to say that you were assured by the regis- 
trants and their attorneys that there was nothing wrong with the reg- 
istration statement in spite of the charges made by Mr. Stietenroth¢ 

Mr. Woopstpe. May [ recite a little more what happened ¢ 

Mr. Davis. Go right ahead, sir. 

Mr. Woopstpr. Any time when a registration statement approaches 
the time of clearance and somebody asserts there is something wrong 
with it, the staff of the Commission tries to swing into action and 
determine whether or not there is any true foundation for those 
charges. The telegram from Mr. Stietenroth, and I presume it is in 
the record 

Mr. Davis. Yes, sir, it is. 

Mr. Woopstpe. Struck me as being a rather vague document, and to 
not be too clear as to just what fault he found with the financial state- 
ments of the company. As soon as we got the wire and could coordi- 
nate it with our two interested divisions, one division called the com- 
pany, and Mr. Barr called the accountants and explored with each of 
them the telegram from Mr. Stietenroth, and what he possibly might 
be referring to on the basis of their knowledge of the development of 
the registration statement prior to its filing. 

We received certain observations and comments from the company 
and from the accountants which meshed as to what they thought he 
was talking about. These conversations were going on at the same 
time with one group of people in New York and one in Jackson, Miss. 

Not entirely satisfied with that, we called Mr. Stietenroth the first 
thing the following morning and inquired as to what he meant in his 
telegram, and tried to get a specification of the accounts which he be- 
lieved were faulty. The accounts which he recited to Mr. Barr on the 
phone, and he is here and can testify, the information from Mr. Stie- 
tenroth, in other words, tied in with the statements made by the other 
two parties on the phone the preceding night. 

That is how we made an informal and very fast check on his 
charges as stated in the telegram, and as amplified by his telephone 
conversation. Since then we have followed this proceeding, — have 
either through the kindness of your staff secured copies of the tran- 
script, or have had a man present here for the purpose of determining 
whether or not any further charges concerning the adequacy and 
accuracy of documents filed with the Commission might be developed 


here at these hearings. 
Mr. Davis. Yes, SII 
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Chairman Demmuer. Let. me add that in acting upon the registra- 
tion statement on September 23, the Commission ‘also, as indie: uted in 
the chronology—and I was present at that meeting—the Commission 
through me asked Mr. Barr whether or not the entire amount involved 
in Mr. Stietenroth’s charges was material in the Middle South pic- 
ture—would be material in the Middle South registration statement, 
and the answer was that it would not. 

That has to do with the standards of the 1933 act. The standards 
of the 1935 act, the Public Utility Holding Company Act, required 
that the financing be proper in the light of the capital structure or 
earnings of the company. The amount involved in Mr. Stietenroth’s 
charges would not have materially affected the compliance by the 
company with the standards of the 1935 act, the Public Utility Hold- 
ing Company Act. So we made at that time what we regard as an 
entirely proper investigation. 

Mr. Davis. May I ask you this, sir: You decided that the amount 
involved was not sufficiently large or material ? 

Chairman Demmuer. It was stated in the opinion of our—the staff 
stated its opinion that the amount was not material. 

Mr. Davis. Did anyone from the staff visit Mr. Stietenroth. ? 

Chairman Demnuer. No, sir; not to my knowledge. 

Mr. Davis. Mr. Barr went to Jackson, Miss., for the Commission ; 
did he not ¢ 

Chairman Demmuer. Yes. 

Mr. Davis. Did Mr. Barr try to get in touch with Mr. Stietenroth ? 

Chairman Demntuer. I don’t know; Mr. Barr is here. 

Mr. Davis. I would like Mr. Barr to answer that for us if he can. 

Mr. Barr. I did not, no. As a matter of fact, he was here in 
Washington while I was in Jackson. 

Mr. Woopsipr. He was here. 

Mr. Davis. Are you sure? 

Chairman Demotuer. Did the record note that he was in Wash- 
ington ? 

Mr. Davis. No. Let the record note that Mr. Barr said so. Did 
anyone else in the Commission make any atttempt to see Mr. Stieten- 
roth while he was in Washington or in Jackson ? 

Chairman Demmuer. I don’t know. 

Mr. Davis. Outside of the 15- or 20-minute telephone conversation, 
did the Commission make any attempt to get any more detailed version 
of his charges from Mr. Stietenroth, other than that obtained in 
that telephone conversation. 

Chairman Demmtuer. Not to my knowledge, sir. I think our effort 
went to check from the company whose registration statement it was. 

Mr. Davis. Then you checked with the company whose registra- 
tion statement it was, and felt there was no need to have someone 
personally see Mr. Stietenroth and talk with him at length in an 
attempt to get him to detail the charges; is that correct, sir? Would 
you answer that? 

Chairman Demmter. We as members of the Commission can’t pos- 
sibly get in and handle the detail on a checking up matter. 

Mr. Davis. Let me put my question another way, sir. Here is what 
is troubling me. The Commission receives a telegram from the prin- 
cipal financial office, indeed, the treasurer of a corporation which has 
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a matter pending before the Commission. He is the treasurer of an 
oper ating company. 

Chairman Demouer. On the date of the telegram he was not the 
treasurer. 

Mr. Davis. A man who had been the treasurer and just resigned. 
He says in his telegram, and I quote: 

There have been certain entries recorded in the books of account of Missi- 
ssippi Power & Light Co. which I ordered to be recorded but which I did not 
and do not have a sound reason for recording. Said entries were recorded at 
the coercive insistence of an officer of Middle South Utilities, Ing., and said 
coercive insistence was participated in by an employee of Ebasco Services, Inc. 
and a member of the firm of Reid and Priest, attorneys. There are other entries 
that I believe should be recorded in the books of Mississippi Power & Light Co. 
in order to more nearly reflect its true financial condition, but I have not dared 
even to propose to the powers that be that said additional entries be recorded. 

In view of the foregoing, I wish to withdraw each and every finangial figure 
and any and all other data which are included in both of said registration 
statements and which have been filed with you as representing figures or data 
furnished upon my authority. 

You have told me, or Mr. Woodside said he did not ever recollect of 
having received such a telegram. It was certainly unusual, and the 
charges were grave, it seems to me. What troubles me is that no one 
ever made any attempt to see this man, to spend some time with him, 
to go into detail with him as to what he was charging, and finally 
check by on what he was saying other than consulting with the 
registrants. 

Chairman Demmuer. Of course, we have attended and examined the 
transcripts of the hearing where Mr. Stietenroth has had ample op- 
portunity to amplify his charges. 

Mr. Davis. Didn't you approve the Middle South statement long 
before we held any hearings? 

Chairman Dewaurr. I don’t know when your hearings commenced, 

Mr. Davis. You approved this the very next day; did you not? 

Chairman DemniEr. That is right. 

Senator Kerauver. The hearings did not begin until 5 days after- 
ward. 

Mr. Davis. That is right. 

Mr. Woopswe. I would like to respond to that before you terminate 
the proceeding for today. 

Mr. Davis. ( ‘ertainly, sir. 

Mr. Woopsipr. My testimony I think will reflect that I said I can’t 
recall having received a telegram from an officer resigning from a com- 
pany under these circumstances, and making such charges. 

Mr. Davis, Has a similar incident ever occurred before? 

Mr. Woopstpr. People outside of the company, sure 

Mr. Davis. How about people who have just resigned ? Have you 
ever received a telegram from a treasurer or prince ipal financial officer 
who just resigned ¢ 

Mr. Woopsinr. I said I can’t recall any such instances. 

Mr. Davis. Go ahead, sir. 

Mr. Woopsine. It happens frequently in the administrative process 
in handling these financings where a tight schedule is involved that you 
have to make decisions. We were concerned with the charges made by 
Mr. Stiethenroth to this extent. Here was a man who had signed the 
document that he now said was improper, and he had not specified 





462 POWER POLICY—DIXON-YATES CONTRACT 


what he was talking about. We wanted to know first what he was 

talking about, what accounts were affected, and what his objection was, 

and two, to consider the questions of judgment or fact involved in 

reaching a conclusion as to whether or not there was a basis for proceed- 

ing with the statement or holding it up. If the statement was false 
rr misleading, it should be held up. 

I have just explained to you how we made a two-way check, one 
party not knowing that the other party was being communicated with. 
It was simultaneous. We checked with Mr. Stietenroth, the following 
morning. _ ys Stietenroth signed a registration statement for the same 
company in January 1954 which became effective. We have never 
heard a dna from him as to the inadequacy of that statement. He is 
liable under civil and criminal sanctions under the Securities Act for 
everything that is in it, particularly the financial statement. 

Mr. Stietenroth signed the registration statement. of Mississippi 
Power which was before us at the time when the telegram came in 
relating to Middle South. We ascertained what Mr. Stietenroth said 
he was concerned about. 

Mr. Davis. In a 15-minute conversation. 

Mr. Woopsipe. In a 15-minute conversation. It was concluded by a 
request for him to advise us of anything else he had on his mind, and 
he said he had nothing else. Mr. Stietenroth had certain responsibili- 
ties under this statute. He signed the statement as it was originally 
filed, and there is some question perhaps as to whether he has done 
sufficient under the statute to relieve himself of liability for that. 

Mr. Davis. If I may say so, sir, I don’t think that is relevant to this 
dicussion. TI don’t think his li: ibility is in issue here. He may or may 
not be liable. What concerns me is this. He made certain very 
serious charges in this telegram. Whether he signed any statement be- 
fore or not, it does not matter. He may have had a change of heart. 
He now tells you in this telegram there have been statements filed with 
you which he has either fur nished or signed his name to, and for which 
he will not assume liability, and he believes they are wrong. 

Mr. Woopsipr. That is fine. 

Mr. Davis. What concerns me is that the Commission did not make 
more of an attempt than spending 15 minutes on the telephone with 
him. Iam also concerned about the haste of approving this issue the 
very next day. 

Mr. Woopsivr. If it had required 3 hours or a visit or a proceeding 
to ascertain what was behind Mr. Stietenroth’s telegram, we would 
have held it. 

Mr. Davis. Suppose it required 2 days. 

Mr. Woopsipr. We would have done that. 

Mr. Davis. Couldn't ee have done it in2 days? Couldn’t you have 
flown a man down to Jackson to see him and ask him to furnish you 
with details and any documents in his possession, and probe to ‘the 
bottom of the charges? They were very serious charges. 

Mr. Woopsinr. If it appes ured to us on the basis of facts in our pos- 
session and representations made to us that. were necessary, we would 
certainly have recommended that the Commission hold the case up. 

Mr. Davis. How could you tell, sir, until you had examined into 
his charges? 

Mr. Woopsipe. It struck me at the time, and now that communicat- 
ing with a man and identifying what he is talking about, determin- 
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ing what his problem is, and then arriving at a judgment as to whether 
or not that is material under the circumstances is doing just what you 
say we should have done. 

Mr. Davis. Mr. Woodside, are you satisfied that you had discharged 
your responsibility as an officer of the SEC simply by that 15-minute 
phone call to him? 

Mr. Woopsine. It was not a 15-minute phone call. It was a three- 
way check with the company, the certifying accountants, and the per- 
son making the charges. 

Mr. Davis. Certainly the company involved was an interested 
party, was it not? 

Mr. Woonsine. Of course. They are the ones that are liable, and 
they are the ones that are signing the registration statement, and if 
there is something wrong with the statements, we can proceed against 
them tomorrow. 

Mr. Davis. I am still not able to understand why no attempt was 
made to either get him to come to Washington or send someone to see 
him to find out what documents he had in his possession, and exactly 
what he had in mind. It took Mr. Stietenroth several days to explain 
to this committee exactly what he meant by those charges. 

Mr. Woopsipe. If I may say so, I have not seen or heard anything 
in the record that amplifies or changes anything he told us in 15 min- 
utes. 

Mr. Davis. That is your conclusion. The fact remains that until 
he spread it over this record, your Commission made no attempt to 
tind out. what was in those charges. 

Mr. Woopsipr. I don’t like to have characterized what we did as “no 
attempt.” I think we did our job. I would not have recommended 
that the case be cleared until I was satisfied that there was a reason- 
able basis. 

Mr. Davis. I withdraw “no attempt.” Do you think it was a suffi- 
cient attempt to get to the bottom of the charges? 

Mr. Woopsipe. I did. I would not have recommended the case be 
cleared if I had not. 

Mr. Davis. I am all through. 

Chairman Lancer. We will adjourn until a week from Monday. 

(Thereupon at 5:45 p. m., a recess was taken until Monday, October 
18, 1954, at 10 a. m.) 
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THURSDAY, OCTOBER 21, 1954 


Untrep Srates SENATE, 
SUBCOMMITTEE ON Monopoty AND ANTITRUST 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 424 
of the Senate Office Building, Senator William Langer (chairman) 
presiding. 

Present: Senators Langer and Hendrickson. 

Present also: Sidney Davis, counsel to the subcommittee. 

The Cuatrman. The committee will be in order. 

Senator Kefauver is not present today because of the illness of his 
father at Madisonville, Tenn. The Senator has told me that his father 
is better and if he improves the Senator will be here tomorrow. The 
meeting, of course, will continue tomorrow because we have some 
additional witnesses. 

Mr. Davis, will you proceed ? 

Mr. Davis. I would like to call Mr. Arthur E. McLean. 


The Cuamman. Do you solemnly swear the testimony you are to 
give in the pending matter shall be the truth, the whole truth, and 
nothing but the truth, so help you God ? 

Mr. McLean. I do. 


The Cuamman. You may proceed, Mr. Davis. 


TESTIMONY OF ARTHUR E. McLEAN, PRESIDENT OF THE COMMER- 
CIAL NATIONAL BANK OF LITTLE ROCK, ARK. 


Mr. Davis. Will you state your address for the record, please? 

Mr. McLean. My address is 22 Edgehill Road, Little Rock, Ark. 

Mr. Davis. Mr. McLean, you are the president of the Commercial] 
National Bank of Little Rock, Ark. ? 

Mr. McLean. That is correct. 

Mr. Davis. Will you tell the committee something about your back- 
ground, sir? 

Mr. McLean. I would like to ask this question: Will a normal 
voice carry here or should I speak out loudly? In other words, this 
is a microphone here, is it? 

The Crarman. Yes. 

Mr. McLean. I do not know whether or not my age is important, 
but I am willing to divulge the fact that I was born on December 
15, 1891. I was educated in the public schools of Buffalo, N. Y., 
Buffalo having been my residence. I then went to the Lawrenceville 
Preparatory School of Lawrenceville, N. J. I entered Yale Univer- 
sity and graduated in the class of 1912, Shiefield Scientific School. 
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Following that, I did a certain amount of graduate work in Yale 
Forestry School for about a year. Then, I decided the technical 
information there was not necessary in the lumber industry which 
my father was in and which I engaged i in. 

Following that, I first went into the Maritime Provinces of Canada, 
in the winter of 1913, and cruised timber on snowshoes. My family 
had interests in the southern hardwoods, and I went south that fall, 
and I was in the lumber industry and still am. 

In 1924 I became. a director in the Bankers Trust Co., of Little Rock, 
Ark. In the reorganization period following the banking holiday it 
fell to my lot to reorganize the bank in L ittle Rock. I went in there 
and reorganized it and started in as president of the bank. 

Under those conditions, there was only one thing that I could do, 
that is, work down, because the presidency of the bank happened to be 
the top job in that field. 

Among other activities I have farming activities; I am head of a 
company that is in the investment field. We finance a lot of things, 
unlisted securities and many other activities; in fact, anything in 
which there might be an opportunity for that company to make 
a profit. 

I think probably for the information of the committee and also 
those who might be here that I would like to make my position clear. 
I certainly am a representative of the so-called capitalistic system. 
I believe in private enterprise, and I hope that it can survive. And 
that is my desire. This is possibly a strange role for a banker to 
appear in. I am appearing here under subpena but also voluntarily 
in the hopes that I may make some contribution to the welfare of 
the people of this Nation. 

[ want to say this, that I have no motive in appearing here what- 
soever beyond the motive of public service. There is nothing politi- 
cally attractive or anything that I want. I want no job. [ a not 
want to take any part politically beyond being a good citizen and 
seeing that only good people are elected to office. 

Possibly I might say this, that if any other motive is attributed to 
me in any way “whatsoever, I then will have a lot of to say that I 
otherwise will not say. 

Mr. C. Hamilton Moses, chairman of the Arkansas Power & Light 
Co., privately at least among more than one friend, I believe, because 
one mutual friend more or less told me that Mr. Moses had made the 
statement that I had a revenge motive against Mr. Harvey C. Couch, 
who was formerly a member of the RFC. He also was very active 
in the utility field. In reply to that I want to make this one point 
clear: Mr. Couch has been dead for many years. No revenge could 
come from making any attack whatsoever. 

There are some 27,000 stockholders of Middle South Utilities Co., 
Inc. They are innocent investors, and I do not sink to any level low 
enough to imagine that any revenge could come for any attack 
whatsoever. 

You might be interested in what has been my political position 
in these years. I think possibly it would be of interest to clear that 
up so you can judge whether or not there is any motive involved. 

Since 1916, when I became a resident of Little Rock, I have par- 
ticipated to some extent as a citizen in the races for public office. I 
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have participated in the Democratic primaries. I have supported, 
without exception, the candidate who was nominated, in all instances, 
except at the national level. 

I did not vote for Franklin Delano Roosevelt, and I am proud of it. 
I did not vote for Harry S. Truman, and 1 am proud of it. 1 voted 
for Dwight D. Eisenhower for President, and I think he was a great 
general, I hope he will be a great President, and I hope that nothing 
that can come out of this that can in any way affect President Kisen- 
hower, who has my great respect, and if anything that I can offer in 
testimony at this point can be helpful, that is my desire. 

Mr. Davis, I think maybe that might cover an opening statement at 
this point. 

Mr. Davis. It does very well, sir. 

The Commercial National Bank, of which you are president, is that 
one of the leading banks of Little Rock, sir? 

Mr. McLe#xan. There are four banks in the city of Little Rock. In 
total deposits we are third. Our deposits on the last call were ¢ approxi- 
mately $43 million. The capital structure of the bank is roughly $3 
million. There are 2 banks larger than us, and there is not a great 
differential in the capital structure of the 3 banks. 

Mr. Davis. I will ask you to sacrifice some of your natural modesty 
and tell us whether you have ever received any recognition from the 
banking profession / 

Mr. McLean. When I became active in the banking field in Little 
Rock, in the reorganization following the banking holiday of 1933, I 
was somewhat younger than I am at the moment. I more or less 
participated in the same way, and I was on the State executive council, 
and I served as a member of the executive council of the American 
Bankers Association during that period. 

I have been one who possibly has not valued honors in that field. 
I probably have been somewhat inclined to sidestep them and only 
accept such things as seemed difficult to decline. Those who want all 
of those honors, they are welcome to them. To me they are largely 
empty honors, somebody has got to do them, but they are not too 
important. 

I might also say this, that I served for 6 years as a branch director 
of the Federal Reserve Bank of St. Louis, the Little Rock branch. 
That was not a very tedious job, and possibly most of you know that 
you couldn’t be any more of a rubber stamp than to be a member of 
the board of one of the Federal Reserve branches, and I think the 
same goes for the parent branch. 

Mr. Davis. Mr. McLean, do you have any connection with Arkansas 
Power & Light Co. other than as a consumer ? 

Mr. McLean. We have had an account from the Arkansas Power 
& Light Co. My bank has acted as registrar for the preferred stocks 
of the company, which of course is merely a matter of keeping a record 
of the number of shares in existence to help prevent and guarantee 
that ne duplicate stock certificates would be outstanding. That is my 
entire connection with the Arkansas Power & Light Co. 

In that connection, I might say tnis, that I am friendly toward the 
private utilities of this country. I think in many ways I have been 
one of their best friends, even if appearing here as a witness in this 
case might not seem to indicate that to the management of the Middle 
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South Utilities of which the Arkansas Power & Light Co. is a com- 
ponent part. 

Our bank owns at the present time some of the bonds of the Arkansas 
Power & Light Co. We participated in the last open credit which 
I was happy to do, and I was happy to have that loan, and I am happy 
to hold those bonds because I think that they are good investments and 
an asset of which the bank can well hold. I have taken some part in 
attempting to hold the utility business within the private field. 

Some years ago a movement took place in Little Rock to acquire 
the Arkansas-Louisiana Gas Co.’s distribution system. The commu- 
nity undertook and eo that in order to have a revenue-pro- 
ducing business which I did not approve of. The two Little Rock 
papers both openly advocated the purchase of that property. I ac- 
tively campaigned against that and the results were, notwithstanding 
the fact that even the Arkansas Gazette for a period of 10 days 
commented on the front page editorially, the people voted it down 
by 2 to 1. 

I think that indicates that I am not an opponent of private utilities. 
I think this—my one and sole purpose—is to stop the greed of a few 
of the utilities who will destroy themselves if they do not act in 
moderation. I believe that there shoul L bea reasonable return, that 
there should be an incentive for a yood job, ana I go wholeheartedly 
along with that. But when it comes to a point of where they may 
overlook the public interest to the point of where they will attempt 
to put in rates that are not in the best interests of the people, then 
I do not go along. 

Fair rates are in no way incompatible with the welfare of the 
common-stock holders—the owners of this business—and, in fact, the 
time may come when the stockholders will be glad that I stepped in 
here and testified, which may be instrumental in helping preserve their 
investment. I do not want to see a return to some of the things that 
took place 20 years ago. I don’t think this country can afford to 
see another debacle such as took place. 

Some of you here may remember back in 1929 when shares of the 
Electric Bond & Share went over $600. You probably will recall the 
days that followed. There were days when people were ruined, when 
they jumped from tall buildings, and when they committed suicide, 
in turn; and, in my opinion, moderation should come in and those 
days should be avoided again. 

The United States cannot take another period of that kind. I do 
not even indicate or I don’t hint that we are facing such a situation, 
but, in turn, in my opinion, the public-utility business which exercises 
a monopoly is not entitled to create earning- power stocks, and that 
is not in the best interest. A reasonable return is what they are 
entitled to. 

I think Middle South Utilities common stock is down around $29 
today. I believe that was the quotation on the close yesterday. I 
think it has made a high of slightly over 32. On a cambolidshed 
balance-sheet basis, the equity per common share is approximately $22. 
‘That stock has been selling on 15 to 16 times earning power. That, 
in my opinion, has no place. 

If the people grant monopolies to the utilities, and I think that is 
in the best interest of the country, a fair premium over equity value— 
& reasonable return—is highly desirable. If they are blown up again, 
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there is going to be a day of reckoning. There is going to be a time 
when investors are going to get hurt again, and, gentlemen, I don’t 
want to see that time occur. 

That, in my opinion, is the time to call a halt. If, in turn, the 
financial interests back in the 1929 days, if they had spoken up, and 
if they had warned the people occasionally that things were being 
blown up pitifully, we might have avoided what took place follow- 
ing 1929. And for those of you who may be here who did not go 
through those days, I think will agree with me that the best interests 
of this country means that those days shall never reoccur. 

Mr. Davis. Mr. McLean, turning now to Arkansas Power & Light 
Co., I understand that you have recently taken quite an interest in 
the practices of the Arkansas Power & Light Co.; is that correct ? 

Mr. McLean. That is correct. 

Mr. Davis. Will you, please, tell the committee how you first came 
to take an interest in this matter? 

Mr. McLean. The first occasion that I had—-{ will go back, Mr. 
Davis—this comes to my mind, and I had not even talked to you 
about this—back in 1935 we have an office building in connection with 
the bank. We had a lot of vacancies, and the thought went through 
my head, “I can fill that office building if I air- condition it.’ 

‘Many of you are aware of the fact that in Arkansas in the summer- 
time we get heat that is pretty severe. By the end of the day, in the 
summer, “people are worn out. Air-conditioning had come in quite 
extensively in the city of New Orleans. I thought if I air-conditioned 
that entire building I will have a waiting list of tenants, and I will 
fill the building, and, in turn, the bank officers and employees will 
have ideal conditions under which they may work, and that would 
be a desirable thing to do. 

I made a contract with the Carrier Corp. to air-condition that build- 
ing. I then found out that it was going to be rather expensive to 
operate those compressors. I went to the Arkansas Power & Light, 
and I asked for a rate in line with the rate in New Orleans to operate 
that. 

Senator Henpricxson. Mr. Chairman, may I ask Mr. McLean how 
many tenants would this building ac commodate ? 

Mr. McLxan. I would like to make this statement, which will prob- 
ably clarify it. That building had 3 floors of office space, 50 by 140 
feet. We did not have a large number of people in it; of the type 
of tenant we largely had was business and not the doctors and dentists, 
in which there would be a large crowd constantly going in that 
building. ‘ 

Does that answer your question ? 

Senator Henprickson. Yes; sufficiently. 

Mr. McLean. There was considerable opposition to granting us a 
rate. Possibly Mr. Harvey Couch and myself hadn’t seen eye to eye 
on many aaaeie for a long period of time. Even though he and I, 
along with C. Hamilton Moses, were all directors in the predecessor 
bank, the Bankers Trust Co. T hey were not inclined to grant a rate. 

And I said, “All right; if a rate is not granted, as far as that plant 
is concerned, I will put a diesel generating plant in the center of 
Little Rock ; and, gentlemen, if that is what you want, you are welcome 
to have it.” 
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I think Mr. Couch probably felt that I would put it.in even if it 
wasn’t economically sound in order to beat him, and he might have 
been right. But, anyhow, the rate was put into effect. at that time. 
That was my first little round with the Arkansas Power & Light. 

I think relations were quite friendly, and I certainly was not an- 
tagonistic to their interests, and I certainly was interested in the 
development of the Arkansas Power & Light Co. 

Perhaps getting a little bit old, maybe finally recognizing that 
money doesn’t buy everything, and it only has a fair amount of value, 
it might be nice to go ahead and completely air condition my home, 
and that is what I decided to do. I put in the Servel system, which 
does not use a lot of current. There are no compressors, and it is not 
freon, and the only power used in that case was to drive the fans. I 
was totally unaware of the fact that the Arkansas Power & Light Co. 
had put in a rate which meant that if you used over 1,000 kilowatt- 
hours in 1 month, you then had to look out for how much additional 
power, and what kind of a load you got. 

Mr. Davis. Excuse me, Mr. McLean; is that what is known as a 
demand charge ? 

Mr. McLean. That is what is known asa demand charge. I got my 
first bill in that case, and it wasn’t large, but remember I wasn’t run- 
ning compressors, but I had used quite a lot of power; in fact, that 
first month I used something over 3,000 kilowatt-hours. The power 
and light company then let me know about the rate. 

I said, “Well, you mean now that I am a good customer of the power 
and light when I am using power at a load of not over 4 kilowatts 
from the air- -conditioning system, and that I no longer can economi- 
cally afford to have an electric range in my house; is that what you 
mean to tell me?” 

They kind of hemmed and hawed, “Well, no.” And I said, “Well, 
that is a fact, isn’t it, under these conditions? The minute I go over 
that 1,000 kilowatt-load, I then run into for each added 1 kilowatt, I 
get 100 additional kilowatt-hours, at the top rate of 314 cents.” 

Generally, the program when anybody had air conditioning down 
there, would go in, the first reply you had from the organization, 
“Well, you have air conditioning, haven’t you?” 

I guess they figured it was kind of a crime, and maybe they cringed 
a little bit. 

Of course, I said, “Yes. Is there any great crime in having air 
conditioning ?” 

I said, “Now, just let me see what is going on here.” 

Most of them can turnaside, and the poor devils figured if they had 
air conditioning, they had to pay through the nose. And they ap- 
parently took it, and said, “We can’t do anything about it.” 

Now, I said, “Well, in this way I guess the thing to do is to get rid 
of the electric range ; that is what you want to do.” 

Well, they said, “No,” and I said, “All right, I can’t afford to operate 
it there on anything in the way of a reasonable basis.” 

So I said, “The first thing I am doing, I am throwing out that elec- 
tric range, and don’t think I am not doing it.” 

I said, “Maybe you want it known around here that a president of 
a bank in the city of Little Rock cannot afford to have an electric 
range if he is going in for air conditioning.” 
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I was all right up until the time I hit the 1,000 kilowatt-hours, and 
pretty much of the time it was all right in the winter. But not then. 
So I did, and I threw out that electric range, and, of course, I went 
down to one of the people who was in the real-estate business, and he 
was building a lot of houses, and he was putting in 200 or more Servel 
units year around air conditioning, in the houses which would sel] 
under the FHA plan, and it was important that the advertising there 
not be misleading, because those payments were going to be important. 

[ said, “From here I go down and I am going to tell Mr. Faucett 
what that situation is, and I am going to tell him he should correct 
the advertising with reference to its cost.” 

Mr. Davis. Who is Mr. Faucett ? 

Mr. McLxran. He is a real estate developer in the city of Little 
Rock, who builds a lot of homes, and makes sales of them. 

I was gone for about 2 weeks, and when I got back Arkansas Power 
& Light Co. representatives said they would like to have a little con- 
ference with me. I said, “That is fine, and I will be glad to have a con- 
ference. Just give me a few days, and I would like to clean up a few 
of the things that I have on my desk, and then I will call you up and 
we can have a conference.” 

In addition to wanting to clean up the few things, I don’t get that 
far behind, but I wanted time to do a little research work there before 
we had those conferences. 

So I guess offhand, maybe over a period:of a couple of weeks or 
so, 1 may have done as much as 80 hours research work. When I 
had that ready, and I had it all lined up, I called them up, and said, 
“I am ready for a conference now at your convenience.” 

And I said, “When we do it, don’t send any boys down here for this 
conference, because we are going to have to get down to realities.” 

So we had a conference, and I had it all ready. And for some of 
you here I have several copies which I have brought along. They are 
photographic copies, which in turn show the ridiculousness of those 
rates. I tried to get them to proceed, and I wanted to see whether they 
would step out on a limb, and I wanted to have a little fun when I 
knocked their heads off there with a little stupid reply. But they were 
a little cagey. I couldn’t beat them much, and so finally I presented 
them a letter written out with that situation. 

Mr. Davis. Do you have that with you, sir? 

Mr. McLean. I| have that with me, and I have several copies of it. 
And I will introduce it as far as that is concerned. I think perhaps 
there are 10 or 15 copies of that letter. 

Would you like them now ? 

Mr. Davis. At your convenience, sir. 

Mr. McLean. I will make a note of it, so we don’t forget them. 

Mr. Davis. We won't forget it, sir. 

Mr. McLean. I watched them. And I said, “Suppose you start in 
reading this; then after you get this through, maybe we can start in 
and we can see where we are.” 

I watched them, and they began to get a long face. I think I de- 
tected a possible note of paleness on the face. 

When they put it down, one of them said to me, “Well, you have 
taken advantage of us, you have so much more information than we 
have, I don’t think it is quite fair.” 
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And I said, “Me, a banker, in turn have dug up enough stuff, and 
I am taking advantage of you?” I said, “Do you want these figures 
made public Si 

“Hell, no, of course we don’t want them made public.” 

And I said, “All right, now you take them, and you work out on this 
schedule, and I will give you plenty of time, and I won't make them 
public until you have an op portunity to correct them. 

That seemed to me like a reasonable deal, and certainly it wasn’t 
going to be in the public interest to disclose that at that time, if they 
would correct it. Now, to begin with, when I first went in on those 

rates, and I first protested against them, they said, “These rates have 
been approved by the Arkansas Public Service Commission.” 

And I said, “Well, I don’t think that even you have been smart 
enough to know what the hell you were doing, let alone the Arkansas 
Public Service. They were just put up there, and they took them 
through, and they probably looked plausible; and they made no 
attempt to find out what those kind of rates would really do.” 

Well, those rates were taken, and I don’t know how many worked 
on them, and I am sure they went to New York. And I expect if 
Ebasco Services had gone over all of them; I suppose they saw them. 

Anyhow, some time later, possibly as late as November or December, 
or perhaps into January of 1954—— 

Mr. Davis. May I interrupt you for just a moment? 

This meeting with the representatives of Arkansas Power & Light, 
approximately when did that take place, sir? 

Mr. McLean. That took place in September of 1953. 

Mr. Davis. In Little Rock? 

Mr. McLean. In Little Rock; yes, sir. 

The Cuarrman. Who did you have the meeting with? 

Mr. McLean. Mr. Wagner, who was division manager, and a man 
by the name of Menees, and I have the exact name here. W agner was 
the division manager and Menees, in turn, was supposed to be one 
of their engineers. At least, they were the two who weren’t boys, 
who came down to meet with me. 

Mr. Willis Holmes, who has been an attorney for Arkansas Power 
& Light, and Willis Holmes has always been a friend of mine, and I 
think Mr. Willis Holmes is still banking with me, and I think maybe 
we will retain his friendship because at Teast this ought to furnish his 
firm a lot of additional fees and he ought not to get mad at me for 
having helped him out to this extent, said, “Art, this is the stupidest 
thing we ever did,” and he said, “We certainly are going to correct it.’ 

Well, months rocked along, and I suppose 2 or 3 times in meetings 
around Little Rock, maybe social gatherings, we hi ave a Little Lunch- 
eon Club, and we pli iy a little ards. and so on and so forth, and he 
mentioned that 2 or 3 times. 

And when I give you these rates, whether Willis Holmes actually 
said it or not, I think all of you here, and I think if Mr. Dixon is 
present, I think he will also gladly concede at least that this was about 
one of the stupidest things that anybody ever did, if they were 
attempting any kind of merchandising. 

I think it must have gotten to be along about late April or early May 
and the weather this year didn’t happen to warm up too fast, but 1 
was over in the power and light offices, Bob Ritchie, vice president of 
Arkansas Power & Light, was there. And I said, “Bob, I am over 
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here to find out now whether or not these rates are going to be cor- 
rected.” And I said, “I am going to have an answer now, or I am 
going to know it; it is going to be a ‘Yes’ or ‘No’ answer, and no 
further stalls.” 

Ritchie said, “We are correcting those rates along with our appli- 
cation for increased rates.” 

I said, “My God, Ritchie, don’t tell me that you are going to be 
that too stupid again now with the earnings this corporation has got, 
and you are going to put in increased rates. Don’t you realize that 
some day the public may wake up and they may find out what the 
formula actually is.” 

And I said, “That again would be nothing but additional rank 
stupidity.” 

That, I think, brings you up to about the time that I sent the letter 
to the directors, each one of the directors of the Arkansas Power & 
Light Co. 

Mr. Davis. Do you have that letter with you ? 

Mr. McLean. | have that letter here, and perhaps I might catch 
my —— for 1 second, and maybe I might get these letters out. 
And as far as they can go around, if there is anybody here that would 
like one of these letters, if they would drop me a line at Little Rock, 
I willsend them one. And I will have some more photographic copies, 
and I will personally read them to be sure that there are no errors 
over the original. 

Mr. Davis. Mr. Chairman, I think that a copy of this letter ought 
to be made a part of the record. 

The CHatrmMan. It will be so ordered. 

Mr. McLxan. I don’t know just exactly what your routine is, but 
I offer this as a photographic copy of the original. I have read that 
letter and I know it is a true photographic copy, if that is necessary. 

The Cuarrman. It will be admitted. 

Mr. McLean. You can distribute those among your committee and 
your favorites, if you happen to have any. 

Senator Henprickson. Don’t you think we ought to have admitted 
at the same place in the record a list of the names of the directors to 
whom this letter was mailed ? 

Mr. McLean. I don’t have that list here, but that is a matter of 
record, and you can pick, it up, any corporation statement will show 
it, all of the investment services will have it, and that list of those 
directors was the published list that I sent that to. 

Senator Henprickson. I think we ought to have a list in the record. 

Mr. Davis. I will see that that will be supplied, sir. 

Before you read this letter, I would like to have it read, sir. Do you 
think it would be consistent with your narrative at this point, to also 

yut in the record and have you read to us your earlier letter to Mr. 
Vagner ? 

Mr. McLean. Yes; I think we might read this letter here, as a copy 
of that letter. 

Mr. Davis. This is the earlier letter, addressed to Mr. Wagner, 
division manager of Arkansas Power & Light Co., dated September 
11, 1953. 

May I have this made an exhibit, sir? 

The Cuarrman. It will be made a part of the record. 
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Mr. Davis. Before you read the letter to the directors of Arkansas 
Power & Light Co., will you read to us first your earlier letter to Mr. 
Wagner ? 

Mr. McLean. I will be glad to. These were brought up here, again, 
for the committee and your close friends. 

Mr. Davis. Go ahead, sir. 

Mr. McLxan. This letter is dated September 11, 1953, and it is 
addressed to Mr. R. B. Wagner, Division Manager of the Arkansas 
Power & Light Co., Little Rock, Ark. : 


Dear Mr. WaGNer: I might pause for one moment there to make this explana- 
tion. I will read the first sentence and then I will pause to explain. 

In answer to Mr. Menees’ letter of August 15 in which he defends the reason- 
ableness of a demand charge of 6 kilowatts when consumption exceeds 1,000 kilo- 
watt-hours in any 1 month, I first concede that I am without experience in the 
utility field. 


I don’t think that that letter of Mr. Menees’ has much to do with it, 
it is rather lengthy, but I would like to bring out one point. Mr. 
Menees in that letter, in order to try to convince me that you could not 
have specialized service and expensive service without paying for it, 
makes an illustration in that letter of the man who would be using a 
tremendous amount of electric current all in a matter of 1 hour or a 
minute, saying of course it would cost a lot against the man who might 
use the same amount of current and distribute it over the first thou- 
sand years of his lifetime. That was about as silly a letter as I have 
seen. He says it may be overexaggerated, and I think that that is an 
understatement. I think with that comment, I think I can finish this 
letter, and I think those present in this room will have no difficulty in 
following it. 


However, I have some general business experience, and perhaps some reasoning 
power. I am sure that there is no scientific determination of a point at which 
a demand charge might be made and that this is a matter of judgment which 
should include logic, fairness, and it might be desirable to have consistency. 

I realize that I cannot expect to have a costly service provided for occasional 
use without an additional payment. Mr. Menees makes a point in the illustra- 
tion of his customers A and B, but in what way is this applicable to the situation 
we have. Actually, nothing extra is provided. My neighbors using electricity 
under 1,000 kilowatt-hours monthly pay no demand charge. They can use their 
electrical appliances as the occasion calls for; electric range, dryer, iron, ete. 
This may easily create a demand load in excess of 15 kilowatts with a decreasing 
cost per kilowatt-hour ; for this use of power they do not get billed for a large 
extra dose of 314 cents per kilowatt-hour. Even the young bride just starting 
out in her married life in a small apartment will use a load in excess of 6 kilo- 
watts if she has indulged herself to the luxury of a small electric range. My 
situation was, and the one we have here, is that of being a fellow passenger in 
a day coach. I am going to New York and the others are going sherter distances. 
We occupy the same accommodations. Does it cost the railroad more to have one 
seat occupied by the same person for the whole trip than it would to have this 
seat used by many passengers? It is cheaper to sell a lot of tickets, take them 
up and do the extra accounting necessary ? 

If there is a shortage of power, I can see where it would be only fair to limit 
consumption, but I do not believe that contention is being made. If the power 
company cannot handle the business offered in a thickly settled residential area 
(at reasonable load limits), why in the next breath does it offer a special rate 
for users of hot-water heaters? 

As to the other utilities in the same field and mentioned by Mr. Blewster, the 
ones at Dallas, Houston, and New Orleans seem to have no demand charge 
for residential users. Generally where a demand charge is in effect it seems 
to start at 10 kilowatts, and the additional charge is 114 cents and not 3% cents.. 
I realize that your rate drops to 8 mills; whether or not any of the others have 
special rates for air conditioning I do not know. Because my July bill showed 
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a jower figure than would have been the case at the old rate or at the rates in 
effect elsewhere, seems like a perfect answer. Yes, but my August bill was 
$5.11 higher at a lower consumption. In both cases my Servel gas air condi- 
tioner operated through the night at a sweet load of only 4 kilowatts, and I 
was the purchaser of energy in excess of 3,000 kilowatts. What would have 
happened had I entertained at home one time and have hit an additional 5-10 
kilowatts? We both can figure that one out. 

And, gentlemen, for your information I would like to pause for a 
second and make an explanation at that point. Those demand meters 
are set up to record the highest load during the month. If they are 
are in use, I am told, for a period of 15 minutes, up goes that needle. 
I think it probably does in 15 minutes. It can go up awfully fast. 

Friends and neighbors around me who would do some entertaining, 
if they used several of their appliances at any one time, up went the 
load, and $100 or $125 or $150 bills would hit them, and they never 
knew what it was, and when they went down for an explanation they 
would never get an explanation. 

That wasn’t the policy of the company. They said, “You have 
got air-conditioning?” And I informed quite a few of them, and 
in fact this Mr. Faucett that I referred to in the real-estate business 
brought out his personal bill, and I laughted and I smiled when I 
looked at it, because his bill was higher than mine, and he used 20 
percent less power than I did. 

I said, “Elmer, do you know what’s wrong?” And he said, “No, 
could you tell me?” 

And I said, “Well, Elmer, T will tell you, you and Mrs. Faucett 
are both in business together. You have a double toaster on your 
dining-room table. You put in two pieces of toast at one time. 
Elmer, that is stupid.” 

I said, “Now, Mrs. McLean and myself, who have a little more 
leisure, and with a young wife, of course, I am very attentive, I 
put one piece in there, and Mrs. McLean has that, and then mine 
goes in, and that saved me several dollars a month.” 

That just simply means this, that while that was in, anybody who 
was a good customer now, and went over 1,000 kilowatts, they simply 
got murdered. And this was the great merchandising done, and this 
was the great schedule of rates that was put over the Arkansas 
Public Service Commission. 

Generally, I am of the opinion that when you are putting out a 
product on the market, if you are smart, you put it through a research 
laboratory, and you have a little idea of what it is going to do before 
you unload it on the public. 

I will now go on with this letter. 


Air-conditioning has and can be a wonderful thing in the development of the 
Southwest. It makes life pleasant the year around, increases efficiency, and 
greatly benefits the health of its people in periods of excessive heat. Most 
residential air-conditioning equipment will take a load of less than 5 kilowatts. 
Cannot the Arkansas Power & Light Co. cope with this great potential use of 
power at a rate that people can afford to pay? Is it the gas industry to which 
this field belongs? Your 1951 published figures show only about 10 percent of 
sales in the residential field, the sale price was at an average price of 3.7 cents 
per kilowatt and produced one-third of your total revenues. Commercial and 
industrial energy went at 8.8 mills, and 30 percent of your power had to be 
sold to others at a price of only 5.3 mills. Might it not be possible to develop 
and not murder the air-conditioning field? 


In that connection, I don’t know how much power went down the 
sewer because you know you can’t store it like you do food in an icebox. 
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Are earnings of the company not reasonably satisfactory? For 1952, these 
were $1.47 a common share versus $1.33 for 1951. This is a return of 10.8 percent 
which is not too bad in a stable field which enjoys a monopoly. Yes, I know 
that the other capital employed earns less. That owned by the Commercial 
National Bank receives 34 percent ; we hold bonds of that issue. 

My interest in the demand charge is now largely academic, as I have pretty 
much adjusted my situation. The elimination of my electric range has removed 
a threat of 10.7 kilowatts; a range with only 4 burners and 1 oven which oper- 
ated one time at capacity for a period of 15 minutes would cost me $28.89 extra. 


Gentlemen, that was as long as I was a user over 1,000 kilowatts. 
With gas at a rate of 25 cents per thousand cubic feet— 


and that is what applied there on account of the low rates we have on 
gas in that part of the country and with the Servel conditioner— 


Iam able to use my new range at capacity (6 burners and 2 ovens) at a fuel cost 
of not over $2 to $3 a month. 


Actually, gentlemen, as near as I could figure out, on the same basis, 
it cost me 46 cents. 


As you know, Southern Methodist University’s tests gave a figure for cooking 
in Little Rock with electricity as being 6.4 times as much as with gas. In 
addition, I am getting away from the maintenance cost of an electric range 
which is far greater than a gas range. Washday is a threat still (dryer and iron, 
5% kilowatts) to the tune of an extra $14.85 a month, but this has been overcome 
by shutting off the air-conditioning system during that period. The dryer rated 
414 kilowatts I plan to get rid of at an early date. By doing a few things of this 
kind I succeeded in getting my load under the 6 kilowatts for the first 3 
weeks, but this success ended a few days ago when my servants spied some 
wafiie batter left over from a quiet little Sunday supper, and decided they 
would like waffles for breakfast. Out came the waffle iron for a few minutes; 
up went the demand load past 6 kilowatts, so the cost of making these waffles 
will be $2.70 ($3.50 less .80). Perhaps this coming month I can control this 
expensive weapon. 

For your air-conditioner customers every electrical appliance in their homes 
is a financial threat to the tune of $2.70 per kilowatt used in excess of 6 kilo- 
watts. No longer can they increase the use of electricity with an assurance that 
the additional kilowatt-hours used will cost less. For them it will be very sub- 
stantially higher. If they are properly informed, the advice will be as follows: 

Now that you have gone in for air conditioning, you will run into Arkansas 
Power & Light Co.’s demand charge of 3% cents per kilowatt for each addi- 
tional kilowatt used in excess of 6 and in blocks of 100 kilowatt-hours. This will 
increase your electric bills tremendously. To meet this situation the following 
steps should be taken: 

1. Do not use an electric range. Under ordinary conditions gas for cooking 
in Little Rock is at least five times cheaper. With air conditioning it can be as 
much as 20 or even 40 times as cheap. 

2. All heating appliances are very expensive to operate. Use gas. 

8. Electric irons, waffle irons, toasters, coffee percolators, and similar appli- 
ances should be used sparingly. If it is not too much trouble, you can make sub- 
stantial savings by shutting off your air conditioning at time of use. 

4. Use low-wattage lamps where these will suffice. This will be helpful in 
reducing your total load. 

My figures have been taken from sources believed to be reliable. If these are 
wrong to any extent, or I am guilty of any mathematical errors, I will giadly 
accept correction. 

I have reduced my thinking to writing in an attempt to convince you that 
your new demand charge is most unfair to your largest and best residential 
customers. That it is a serious mistake, and not in keeping with an earnest 
desire to better serve the community and in the long run your own stockholders. 
I will gladly accept correction anywhere if with my limited knowledge I am 
wrong. 

Yours very truly, 
A. E. McLEAN. 


Gentlemen, they have had that letter since September 11, or 8 
months or more, not one word was said. They did not even call my 
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attention to one single thing that is wrong with it, and Willis Holmes, 
counsel in Little Rock, stated, “This was the stupidest thing we ever 
did.” 

Mr. Davis. Now, will you read the letter to the directors? 

Mr. McLean. Before starting out in this letter, I would like to 
bring you back to a point that I had already been in Mr. Ritchie’s 
office. In turn there are 15 directors of Arkansas Power & Light Co., 
and I have been advised otherwise, but I am still a little dubious about 
it, that the directors of that great Arkansas Power & Light Co. se- 
lected at random all over the State, and I am sure that is a matter of 
stock interest that they would be selected, and I am sure that influence 
and political considerations receive no thought in these selections of 
those directors. 

Having directors of my own, and realizing that after all they are 
directors, and they are only attempting to hit the policy, they do not 
attempt to handle operating details, and to my naive, simple mind it 
seemed that they might not be fully aware of what was going on, and 
in order to be fair, and not crack down too soon, I might say this: That 
[ went out and talked with Governor Cherry of the State of Arkansas 
about this increase. 

The Governor asked me, “Will you give me your figures?” and I 
said, “Governor, if that rate application is not withdrawn, I see no 
useful purpose in making it public, but if these directors have any 
power, and if they want to withdraw it, when they are enlightened to 
at least just keep it quiet, we will withdraw it. I will give it to you 
along with possibly some other people.” 

I think perhaps I can read the letter at this point, and I think it 
will cover it. 

This was addressed to the directors of the Arkansas Power & Light 
Co., and one of these went to every one of those 15 directors, and pos- 
sibly Mr. Dixon in New York might have gotten his, too. 

Mr. Davis. Will you state the date of this letter ? 

Mr. McLean. The date of the letter is June 22, 1954. The rate- 
increase application was to become effective under bond on July 1. 
There was no thought in my mind in sending this letter to the direc- 
tors that I would ever create a political situation in Arkansas. I was 
just as much surprised as those who were running for reelection that 
this apparently became the major political issue in the State of 
Arkansas this year. 

There wasn’t the slightest thought, gentlemen, that this was any- 
thing but a letter to those directors prior to the time that application 
became effective, and in which time they had a chance to withdraw 
that before they put them into effect. 

The letter reads as follows: 

Inasmuch as the application of the Arkansas Power & Light Co. for increased 
rates has been endorsed by all of its directors as being necessary and fully 
justified, and in view of the fact that such a statement over their signatures has 
appeared in the press in the form of a paid advertisement, as a member of the 
consuming public that has no choice but to buy the company’s product, I am 
addressing this letter to you in the belief that you might not be aware of all of 

the facts as to the company’s earnings. 

These, gentlemen, are earnings available for common-stock divi- 
dends, after allowing for preferred-stock dividends. 

=o 


1951, $4,059,718 ; 1952, $5,087,993 ; 1953, $5,684,989. 
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Do you know that this is a return on the average capital invested by the 
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owner of this business of 10.7 percent for the year 1951, 11 percent for 1952, and 
10.1 percent for 1953? Are you aware of the fact that Middle South Utilities, the 
owner of all of the common stock, has taken out of the business in cash dividends 
7 percent on its investment in 1951, and for 1952 and 1953 the take was raised to 
S.4 percent? Isn’t that a pretty sweet earning rate and return to the parent 
company of a monopoly? Surely you, like most of the public, do not think the 
company has not been earning 6 percent on its investment. 

When it was decided to put in another $7 million in equity capital and borrow 
another $18 million during the year of 1953 for plant expansion, did you think 
that this money could produce a return before it became productive? Are you 
surprised that this would lower for the immediate present the percentage return? 

Most businesses expect to wait until new facilities become productive before 
complaining about no earnings from the new and uncompleted projects. For the 
12 months ending April 20, 1954, are not sales and net earnings up over 10 per- 
cent from the previous year? Isn’t it nice to be one of the favored businesses 
that has had no set-back in the current business decline, or isn’t it? 

Why the request for increased rates? Because of the formula adopted many 
vears ago of allowing 6 percent as a reasonable return? Now that the industry 
has passed from the speculative stage to one of stability, and can borrow large 
sums of money at low rates of interest, sell preference stock not paying 6 percent 
and 7 percent, but at less than 44% percent, might not the public interest call for 
a reexamination of this old formula? Might it not be now time to base a reason- 
able return upon equity capital invested, and do this after allowing all fixed 
charges on the borrowed money and the preference stocks? 

This would have the advantage of ending all confusion in the public mind 
as to what utilities were really earning, and with fair rates of return allowed 
upon the common stockholders’ investment no injustices need occur. Maybe 12 
percent or 15 percent will be satisfactory, I do not know. Personally I think 
the present 10 percent now being earned is quite liberal in a business with the 
growth possibilities of the power and light field. 

The business is most attractive with no price cutting with which to con- 
tend, no product that must constantly be changed, no seasonable merchandise 
that must be moved regardless of cost should the occasion arise, and few if any 
credit losses to be sustained. In fact the only danger that I see is that the 
public might want to limit earnings to an actual 6 percent on the common equity. 

The company in its application states that it needs higher rates to maintain 
its financial strength and to obtain new money to carry on its expansion program 
and serve the people of this State. Is that a true statement? If you think so, 
let’s look at the facts. 

1. For 1953, the funded debt coverage was 5% times. The mortgage bonds are 
rated A by Moody and the debentures BAA. This is the highest rating ever en- 
joyed by the company’s securities. 

2. Preferred dividends were earned more than 10 times and a new 4.32 percent 
nonvoting stock has just been sold to underwriters at a premium over par. 

3. For temporary financing the company is receiving the prime rate from banks 
on an unsecured basis. 

On the basis of 1953 operations, what will happen to the $3.9 million increase 
for which you ask? Federal and State income taxes will take 54 percent, bond- 
holders and preferred stock representing 67 percent of the money in the business 
get nothing, and 46 percent goes to the common stock. 

Do you think that to keep faith with some 26,000 stockholders of Middle South 
Utilities Co.—and for that statement I refer you to your application now on file 
with the Arkansas Public Service Commission—that you must have this increase 
from your 265,000 customers representing probably more than 1 million people 
in Arkansas; that they shall be assessed this additional $3.9 million so that 
Middle South’s stockholders may get approximately $1.8 million and have their 
return increased from 10 percent to 13 percent? Will this help build Arkansas? 


I want to make this point, that I am not making any attack on any 
opinion I have on their figures. These are their figures entirely. I 
reserve my own right to my own opinion. 


In writing this letter I have no desire to do or say anything unfair to your 
company. The basis of my figures are those filed with SEC and reported by 
Moody's Investment Service. I feel that you can check them and that you will 
find them rensonably correct. 

I believe in the private ownership of public utilities and wish the company only 
well, but if a monopoly is to be enjoyed, restraint must be exercised and public 
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confidence must not be destroyed. Plausible statements but ones that cannot 
stand analysis and the light of day, as well as unfair rates in effect or proposed, 


can wreck this industry. 
In this situation the public has in no way been enlightened as to the real facts, 


they have no true picture of your real earning situation, and this is something 


to which they are entitled. 
A monopoly is in reality a privilege granted or permitted by the people. 


Abused, an enlightened public may become anything but reasonable. 
If I were a director, I wouldn't risk killing the goose that lays the golden egg. 


1 would want the application withdrawn. 

Gentlemen, that letter went to them, and that letter was not public 
until I received the reply that the directors were fully aware and 
thoroughly familiar with almost every detail of the operation of the 
Arkansas Power & Light Co. 

The secretary of the company wrote me a short letter stating that 
the board had requested that they acknowledge my letter, and advised 
ine that the board knew perfectly well what they were doing, and 
maybe underneath and in between the writings he told me to go plumb 
to hell, I don’t know. 

The Cuarrman. We will adjourn for 5 minutes. 

(Whereupon a short recess was taken. ) 

The Cuatrman. We will proceed, Mr. Davis. 

Mr. Davis. Mr. McLean, before we go on I think there has been 
some confusion about precisely what the nature of a demand charge 
is, and I wonder if you would tell us in as simple language as you can 
just what a demand charge is. 

Mr. McLean. I think probably my simple explanation will be 
sufficient for this purpose. Of course, you have energy which you 
are burning and then you have the rate, or in the amounts that that 
is fed. The load, for instance, your electric ranges—I may not know 
my appliances in full detail but I believe almost any range will exceed 
6 kilowatts. We did not have a large range, and it was rated at a 
capacity of 10.7. That was the load required, and if you have a 
5-horsepower motor, you have to feed the power in there at that rate, 
and small power wouldn’t turn it and you would get low voltage; and 
you will burn it out. 

In other words, it is the force of the power you have to have, for 
the utility men who are here, why I am sure you will realize that | 
am in no way an electric engineer. I am just able to read a little bit, 
and put 2 and 2 together, and reach a few simple deductions, and I 
would not attempt to define electrical terms. That is a load charge. 

If you have got a 40-horsepower compressor, I am sure you are 
going to be up there. That would be using up that many kilowatts, 
and in other words I believe I am correct in saying if you have a 
6-kilowatt load, what you are going to do is that you are going to have 
to go at that load, and, of course, the length of time that runs over 
there would be the quantity consumed, and the rate of consumption. 

Mr. Davis. By a load you mean the amount of electric power 
consumed at any given point; is that correct, sir? 

Mr. McLean. Yes. 

Mr. Davis. Is it correct to say that if a consumer uses less than, say, 
1,000 kilowatt-hours for the monthly period he is charged one rate, 
and if he uses more he is charged a higher rate ? 

Mr. McLean. That was the rate. Now, along with this applica- 
tion two different schedules are now in existence. This was the rate, 
and this letter was written on the 1953 schedule. With the new appli- 
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cation the demand residentially would not apply unless you were a 

large consumer and you elected to use the demand-charge factor. 
Mr. Davis. Well, the demand-charge factor results in penalizing 

the large consumer, in that he pays higher rates for a higher load. 

Mr. McLean. Well, if you are a steady, constant user, you prob- 
ably will not get penalized particularly by that demand charge; but, 
in turn, if you are not a consistent consumer all of the time, and you 
have a demand charge of any kind on, then you are going to pay more 
money than for the current you use. 

Now take, for example, as an illustration: We have municipal audi- 
toriums in the city of Little Rock. I can’t give you the exact figures, 
but, to illustrate the principle, that is not in constant use, and there 
will be nights when there is no use of power and when that is dark. 

Now, when all of those lights go on and all of the air-conditioning 
and a large amount of power is ‘used at a fairly heavy load, there is 
«a demand in there that how have to meet. 

As a result of that, the operation of that auditorium is very expen- 
sive, and it is proportionately far more expensive than if that were 
in use daily or nightly. 

Mr. Davis. Mr. McLean, did you receive any other reply to this 
letter of June 22, other than the note from the secretary of the com- 
pany ? 

Mr. McLean. I did not. 

Mr. Davis. Was any attempt made to correct any of the figures 
relating to the company’s operations and earnings which you described 
in your letter ? 

Mr. McLean. Suppose you let me take that in my own way. 

Mr. Davis. All right, sir; go ahead. 

Mr. McLean. I think I can develop the point. It may take me a 
second to find that. I may be wrong about the exact date, but it is 
approximately July 12; one day or two off will not make any differ- 
ence. That is the period of about 214 weeks following the time I made 
the letter public. That is over 3 weeks from the date the directors 
received it. 

There was no reply of any kind, either to me or, insofar as I know, 
given to the president. The power company remained silent during 
that period, and a great deal of comment appeared in the press. 
There were some editorial comments along the line that the power 
company would have to answer, that they couldn’t laugh off and 
remain silent. 

Franklin Lloyd, chairman of the Utilities Commission of the Little 
Rock City Council, along with his commission, called me and asked 
if they could meet with me in the board room of the bank to discuss 
the matter. And I said, of course, you may, and we had a meeting. 
They were talking about intervening. 

The city counc il, in turn, extended an invitation to the power com- 
pany and to myself to appear before their body. That invitation was 
accepted, and I would say in all probability it was July 12, or approxi- 
mately that date. 

Mr. Davis. When is that, sir? 

Mr. McLean. July 12, 1954. I believe that was the exact date, but 
if it is a day or two off, that is immaterial. 

[ appe: ared at that meeting, and frankly I was very much impressed. 
Here were something estimated at over 100 of the le ading businessmen 
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of the city of Little Rock down there. I thought, “Well, this is really 
wonderful that all of these men will be down here to hear me talk 
there”—and maybe in a few seconds I realized that this was more or 
less normal Arkansas Power & Light procedure: Most of those men, 
probably all of them, were called by officers of the Arkansas Power & 
Light Co. That was standard procedure in the city of Little Rock. 
Anytime anybody said a word against the power and light company, 
if there was a hearing before the city council, all those that did busi- 
ness with the power and light company of any consequence, the promi- 
nent people would get a call from the Arkansas Power & Light Co. 
and they would be asked to be present. 

I received over a period of years several calls of that kind myself; 
oftentimes I would go down there, and if not I said I would send one 
of my good vice presidents that can represent the bank. They always 
wanted to be sure that they had background, and representative people 
behind them. 

As I say, I had never witnessed quite as good a crowd as they had 
there of prominent people. Maybe business was slack, and I don’t 
know. 

Before the city council the meeting was called to order and Mr. 
Lloyd took over as chairman of that meeting. And he called to me 
first and identified the letter which was then in the press, and Mr. Lloyd 
read that letter to the assembled meeting and Mr. Lloyd asked me if 
there was anything further that I would like to say. I said no, I don’t 
think sa; I thought that covered the subject fully and until the power 
and light company has said something, I didn’t think that there was 
anything I had to add to it. 

Now, I would like to bring this thing up pointedly at this moment, 
because I think that it is just a little bit important. 

I read that letter to you, to those directors, and I think that there 
was nothing in that letter that anyone could take exception to except 
the fact that I did not think the rate was proper, and I was speaking 
out against it. No personalities of any kind were put into that. There 
was no questioning of the integrity or the honesty of the Power & 
Light that was made in that letter whatsoever. That letter, the only 
objection that anybody could have was the fact that I did not go along 
and did not think that they should have an increase. 

I think that that is important because personialities started with 
the meeting before the city council. 

Mr. Davis. Before we get to that meeting, may I ask you just a few 
questions. 

With regard to your letter of June 22 addressed to the directors 
of Arkansas Power & Light, the letter contains a great many summary 
figures about the operations of the company. What was the basis for 
those figures ¢ 

Mr. McLean. May I answer that with what I was just coming to? 

Mr. Davis. Go right ahead, sir. 

Mr. McLean. Mr. C. Hamilton Moses, chairman of the board of 
the Arkansas Power & Light Co.—I might also add this point just 
for a little color, because I was highly flattered—had practically the 
entire board, and now there were prominent people from all over the 
State come to Little Rock to help furnish that background and create 
an audience for me, and maybe Ham wasn’t thinking of me at the time. 
I don’t know. 
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Anyway, Mr. Moses got up there, and in order to show you what 
a great brain Mr. Moses undoubtedly has, and I wouldn’t do a similar 
thing, Mr. Moses’ opening statement was: “We have no quarrel with 
Mr. McLean’s figures, in other words, they are all right.” 

Now, I don’t think that if I was representing the “Power & Light, 
I would make that admission right at the start. I would keep still on 
it, and maybe someone might not go along, but Mr. Moses decided 
he would admit it was all true. 

Mr. Davis. When and where was this statement made? 

Mr. McLean. This was before the full council of the city of Little 
Rock. 

Mr. Davis. And approximately when ? 

Mr. McLean. It was approximately July 12, if not actually July 
12. 

Mr. Davis. Allright, will you continue? 

Senator Henprickson. Why wouldn’t you admit the figures, and 
why would you hold back ? 

Mr. McLean. Well, I might do this, I might say “All right, let 
them prove I am guilty in there,” and if I am going to go to trial and 
admit it Iam not going to make a statement after that. I would let it 
go with this or I would volunt: irily say “sure, boys, it is all right, Mc- 
Lean isr ight, and we are going to jam this down your throat, or we will 
withdraw it.” 

I don’t think that I would start in with a long harangue after I have 
admitted everything that I made public was correct, and then start in. 
{ would just hope ‘somebody maybe didn’t know I was guilty. 

Senator Henpricxson. He did admit your figures were right? 

Mr. McLean. That was his opening st atement. 

Senator Henprickxson. Are you criticizing him for that? 

Mr. McLean. No; I am just saying that if I had been employed or 

was an officer of Power & Light, I would not have admitted that. 
I just wouldn’t voluntarily say “Sure, everything McLean has said 
is right.” 

Senator Henprickson. You would have played a foxy game? 

Mr. McLxan. I would let them prove it on me. 

Mr. Davis. At any rate, sir, Mr. Moses, the chairman of the board 
of Arkansas Power & Light, did admit the accuracy of these figures ; 
is that correct ? 

Mr. McLean. That is correct. 

Mr. Davis. Now, you state in your letter that there is a return on 
average capital of 10 percent for the year 1951, 11 percent for 1952, 
and 10.1 percent for 1953. You further state that the owner of the 
common stock—that would be Middle South Utilities, sir ? 

Mr. McLean. That is correct. 

Mr. Davis. Has taken out of the business in cash dividend 7 percent 
on its investment in 1951, and for 1952 and 1953, 8.4 percent? 

Mr. McLxan. That is correct. 

Mr. Davis. And you go on in your letter to raise the question 
whether these are proper earnings for a company that enjoys a monop- 
oly position; isn’t that correct? 

‘Mr. McLxan. I don’t think that I made it that way. I said “isn’t 
that a pretty sweet return for a monopoly.” 

Mr. Davis. I would like to ask you now, sir, whether you think that 
that is an excessive return for a company with a monopoly position? 
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Mr. McLean. That is a question I would like to answer this way: 
In the utility business I think offhand that I would be perfectly willing 
to see 10 percent earned by a utility. They couldn’t survive on 6 per- 
cent in competition with other business. An incentive should be there 
to perform a good job. There should be a range between good per- 
formance, and poor performance. 

Now, I wouldn’t grant them relief. If we came into a business 
recession, Where all business was off, under those conditions I would 
expect them to have lower earnings the same as most other business 
would get. I would say that that was something that they might just 
as well ‘expect, and there would be no reason why “they should be sitting 
in there with an absolute 10 percent. That would be almost as good as 
being guaranteed 10 percent compound interest. And after all, that 
is a little large in comparison with the yields that are possible in any 
other field that I know of with reasonable safety. 

Mr. Davis. At any rate, sir, in your opinion, Arkansas Power & 
Light is making good profits, and has adequate earning power; is that 
correct ? 

Mr. McLean. That is correct. 

Mr. Davis. You referred to the fact that the company enjoys a 
monopoly, and I would like to take you back to that for just a moment. 
The company, of course, has a monopoly granted to it by the people 
of the State through the State. 

Do you feel that this should be a consideration in determining what 
is a reasonable rate of return for the company ¢ 

Mr. McLean. Why, certainly; and if you are going to be permitted 
to do business and nobody can come in and make a better rate and take 
any part of your business away, why certainly it is a trust by the people 
and restraints should be used in the extent to which the public are 
going to be gouged. 

Mr. Davis. Do you think that there is any serious risk in the com- 
pany’s business which would warrant the high rate of return ! 

Mr. McLean. Higher than 10 percent, you mean 4 

Mr. Davis. A high rate of return. 

Mr. McLean. A high rate of return? Certainly not with my defi- 
nition of a high rate of return. 

Mr. Davis. Is there much risk in the business, sir ? 

Mr. McLean. Very little risk. It is as near ‘foolproof as any busi- 
ness that I can think of in these United States, and if there is one that 
has less risk in it I would like to know. The only risk that is really 
involved over a period of time is a reasonable public that could destroy 
them and get up in arms. 

If you treat the public fair, you ~_ a chance to survive in that 
business, but if they would retaliz ate against you and if they would 
pass legislation which would not give ‘thes a return and which they 
could attract capital, sure, it would go to pieces, and the country will 
suffer. 

Mr. Davis. Mr. McLean, is there any common stock of this com- 
pany on the market to make possible a determination of how investors 
can appraise its earnings ? 

Mr. McLean. No, your common stocks are all owned by Middle 
South, and the price at which the market evaluates Middle South is 
the governing factor for the four units making up the system. 

Mr. Davis. Well, does the market appraisal, or do you know, sir, 
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of the common stock of Middle South indicate anything at all as to 
the adequacy of the earnings of this system of operating companies ¢ 

Mr. McLean. Well, it does, on the four companies. Now, I think 
that the high for Middle South Utilities common in the year 1954 
has been 32 and a fraction. I think the closing price last night was 
about 29. The consolidated balance sheets give an equity in “Middle 
South Utilities of approximately $22. That is close to a 4-percent 
premium being paid for earning power. 

Mr. Davis. You mean over book value? 

Mr. McLean. Yes, over book value. 

Mr. Davis. Would that indicate to you, sir, that the earnings are 
enough to attract whatever necessary capital the company might need ? 

Mr. McLean. That indicates, when that stock goes up to that 
extent, it is a general appraisal in the markets of the country that 
they can get along with substanti: lly less; and in my opinion substan- 
tial earning power has no place in public-utility holding companies, 
which are operating with protection against competition. 

In private business where you are a competitor, and where you 
are taking a risk in turn, then in my opinion they are entitled to make 
such earnings as is possible, because you don’t have to buy that 
product if you don’t want to. Here, you have no choice if you are 
going to be a consumer of power. 

In the city of Little Rock, you are going to have to buy from 
Arkansas Power & Light unless you have an unusual situation, in 
which you can generate some of your own pores 

Now, in my ‘Jumber-company business I do generate some of my 
power, because I am burning sawdust, and waste, and I can operate 
there without a power cost. I operate and make considerable of 
my own power in there, and in turn I am hooked up which the Nort! 
Little Rock, which is a municipally owned system, in order to fur- 


nish power if for some reason the plant is down. But on large power 
I generate my own. But that is an unusual situation, and it is not 


generally existing. 

Mr. Davis. I notice, sir, in your letter to the board of directors, you 
make the point that the business is most attractive, with no price 
en with which to contend, and no product that must constantly 
be ch: anged, and no seasonable merchandise that must be moved regard- 
less of cost should the occasion arise, and few, if any, credit losses to 
be sustained. 

Do you think it would be proper to take those factors into consid- 
eration in determining what a fair rate of return should be? 

Mr. McLean. Cert: unly, those are the factors that make it almost a 
foolproof business. 

Mr. Davis. Is it your judgment, sir, based on the earnings of the 
system, that no rate increase should have been asked by Arkansas 
Power & Light at this time? 

Mr. McLean. Absolutely, and if I had had anything to do with the 
policy there, I never would have put in an application under these 
kind of conditions, and remember I am a rugged member of the capi- 
talistic system. 

Mr. Davis. I will remember that, sir. Now, as I understand it, sir, 
there is presently an application pending before the Arkansas Public 


Service Commission for a rate increase for Arkansas Power & L ight ¢ 
Mr. McLean. That is correct. 
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Mr. Davis. Total amount of the increase would amount to about 
$3.9 million, I belie ve! 

Mr. Mc LEAN. That is our estimate, and let me state it that w ay. 

Mr. Davis. he you a consultant to the Arkansas Public Service 
Commission ¢ 

Mr. McLean. That is correct. 

Mr. Davis. Do you have any opinion, sir, as to whether the board 
of directors of Arkansas Power & Light is responsible for the deci 
sion to ask for this $3.9 million rate increase at this time ? 

Mr. McLean. Would you mind holding that 1 second and let me go 
back to that other question ¢ 

Mr. Davis. Will you tell us the story as you can? 

Mr. McLean. Following this letter the directors and the publicity 
and so forth that came in, ‘the Arkansas—— 

Mr. Davis. Referring to the letter to the board of directors? 

Mr. McLean. Yes, to the board of directors. The Arkansas Public 
Service Commission asked me if 1 would act as consultant to that 
commission. IJ said that I would act. Now, in that connection let me 
make this point, in case it is in your mind. That is strictly a public 
service out of which there will be work involved, and I will not receive 
another dollar for that service, which I might have trouble finding 
some place to put it if I did get one, but anyhow I am happy to serve 
in that capacity for that commission, 

Mr. Davis. It is a public service for the public service commission, 
is that correct ¢ 

Mr. McLean. That is an aid, and I might say I have already met 
with them and we have discussed this, and I have most of the testi 
mony; the public service commission have asked me to evaluate that, 
and for the information of you here, and if I am disclosing something 
that I shouldn't, that is an experience and those are things that happen 
when you take amateurs into your fold. There are documents here, 
several times this size—— 

Mr. Davis. What is that, sir? 

Mr. McLean, This is the application now pending. I don’t think 
anybody, at least it was never my pleasure to have as much in the way 
of charts, pages, and so forth, which had totally no bearing on the 
issue. This was the most flagrant attempt to confuse a commission 
that has ever been my pleasure to witness. 

You could throw 24 out of every 25 pages in the wastebasket, and 
you wouldn't have missed a point of any consequence, 

Mr. Davis. May I see that, sir? I was asking you, sir, about who 
was responsible for the decision to ask for this $3.9 million rate 
increase, and I asked you whether in your judgment the directors of 
the company made that decision ¢ 

Mr. McLean. I would like to answer that a little more completely, 
if there is no objection. 

Mr. Davis. Go right ahead, sir. 

Mr. McLean. I would like to state this to begin with, that directors 
of the Arkansas Power & Light, many of whom I am personally 
acquainted with—and even this controver sy has not interfered with 
that friendship—I can’t disclose anything, but with those close friends 
I have talked this matter over. I am unwilling, at least, to say that 
they did not make the decision because Mr. Bob Ritchie, president 
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of the company, made the statement publicly that this decision was 
entirely within their hands; and in my humble opinion that is co 
as silly aclaim as Lever heard of. The business doesn’t work that w 

It is true that the board of directors was elected by the toddlers. 
but the Middle South Utilities Co. who own all of the common stock 
in turn delegate by resolution anyone that they see fit to vote their 
entire holdings, and the vote will in turn elect all of those officers, 
which merely amounts to a point. 

Now, under those circumstances if anyone is naive enough to believe 
that directors selected at random, with probably little financial interest 
would set the policies for the holding company, or would act inde- 
pendently, then this would be the strangest situation I have ever come 
in contact with anywhere in my experience. 

In my opinion, the fact that they can do anything about it is a 
laugh and a joke. Does that answer your question? 

Mr. Davis. Yes, sir, it does. 

Senator Henprickson. May I ask a question or two, Mr. Chairman ? 

You say that you never, after you sent this letter to each one of the 
directors, had a reply from any of them? 

Mr. McLean. No. 

Senator Henpricxson. Did you ever discuss this letter with any 
of them ? 

Mr. McLean. Yes. Several of them are friends, and most of the 
discussion was somewhat in a joke, and I might say this: That those 
directors who are living in Little Rock, the former friendly relation- 
ship does not exist at the moment insofar as I am able to determine. 

But outside of the city of Little Rock, it is different. I ran into 
them on several occasions, and I said, “Well, how are we directors 
getting along these days,” and 1 or 2 after Mr. Ritchie came 
on out and said that the directors could withdraw the thing, which 
of course, they could, and they will get fired to next day I guess if 
they did 

Senator Henpricxson. Did they indicate that fact to you in their 
conversations ¢ 

Mr. McLxwan. No, because we didn’t get down, and in other words 
there would be a meeting of the minds that would be apparent between 
them and you wouldn’t have to get on dow . and ask them a fool ques- 
tion like that. They know just the same as I do and I am not going to 
state anything because, after all, there is a loyalty, gentlemen, that 
is, of those directors. Why those directors don’t resign enmass is 
beyond me, and perhaps they will yet. 

[ can tell you and I hope you will accept it as this, because at a 
later date if you see fit you can subpena those directors, and most of 
them are high-class men and they won’t lie to you under any cir- 
cumstances. It wasn’t their decision, and in fact I think Mr. Moses has 
gone around and said he didn’t want to put this increase in, and those 
are the reports generally. 

Senator Henprickson. He is chairman of the board? 

Mr. McLean. He is chairman of the board; and the general impres- 
sion they have sent around Little Rock is that this instruction came 
from New York, and Mr. Moses and the rest of them pleaded with 
Mr. Dixon and asked him not to do it, and the opinion is that they went 
along with it, most of them, because they didn’t know what it was all 
about, and it sounded plausible, and they weren’t earning 6 percent 
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and they didn’t know any more about it than anybody else did. That 
is my opinion. 

Senator Henprickson. All right. 

Mr. Davis. In any event, sir, the decision was made to ask for a 
$3,900,000 rate increase, and an application was filed; is that correct? 

Mr. McLean. That is correct. 

Mr. Davis. And this document which you have just nanded me 
is a copy of the application for a rate increase before the Arkansas 
P ublic Service Commission, made by the Arkansas Power & Light 
Co.; is that correct ? 

Nir, McLean. That is correct, and that application was brought 
down to the bank by Mr. J. L. Bodie, treasurer, and I did not happen 
to be at the bank and it was left with one of the officers to turn over 
tome. Mr. Bodie said he was afraid I might have a little information 
that was not correct, and he wanted me to read that through and get 
the correct information. 

When I got through reading that, crocodile tears rolled down my 
cheeks and f[ said, “My God, why would you bring this down to some- 
one who was intelligent if you wanted to correct an impression?” 

Mr. Davis. Now, Mr. McLean, you told us there was a meeting 
of the special committee of the Citizens Council to discuss the matter 
of this rate increase with you. 

Mr. McLean. That is correct. 

Mr. Davis. Can you describe that meeting to us? Were there any 
subsequent meetings with the citizen counc il as a whole with regard 
to the application ¢ 

Mr. McLean. No, but you might like to know a little what hap- 
pened at that meeting. 

Mr. Davis. Will you tell us? 

Mr. McLean. Perhaps I should not prompt you. 

Mr. Davis. You help me. Will you fix the date of that meeting and 
tell us what happened at that meeting? 

Mr. McLean. We have already got the meeting fixed as the 12th, 
or not more than 1 or 2 days away from the 12th. That is the 12th 
of July 1954. Mr. Moses got up—and if any of you ever listened to his 
great oratorical power, you know what I mean. It was the grandest 
flimflam attempt that I ever witnessed to fool reputable people and 
intelligent people of Arkansas and the city of Little Rock. 

I remember now I did not hit him. His opening statement was to 
the effect that he had no quarrel with my figures. Mr. Moses sought 
to pay a compliment to me—maybe it was, but there was an ulterior 
motive to it—and he tried to take the position that when one came 
before the bar of justice, he must come with clean hands. 

Mr. Moses started off by a tribute of my having done a good job 
with the bank. He started out and he said, “The bank’s capital”— 
and he neglected to state that that was for the beginning of the bank, 
back in 1983—was $300,000 capital and $100,000 in surplus and un- 
divided profits. He brought up the fact that the bank had been 
reasonably successful and it paid out $1,400,000 in dividends in those 
20 years and had a net worth of $3 million at the present time, and it 
has grown from 3 million to 43 million dollars, and so forth and so on. 
In other words, Mr. Moses—well, he stated that the bank earned 67 
percent on its capital. 

Now, of course, if you wanted to go back 20 years at the start, I 
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said, “Well, if my memory is real good, the Arkansas Power & Light 

really did not have a sound shoestri ing when it started.” But that is 
just a little byplay in there. But anyhow, that was the whole idea, to 
belittle me; an attempt to discredit me. And if a man ever was nuts, 
he certainly was there, that he could flimflam a crowd of that kind 
with such kind of talk. 

The great C. Hamilton Moses could not even stick with the truth, 
and I guess he had been lying so long that he did not even dream that 
anybody could pick up false statements made. Before that crowd 
Mr. Moses—first, of course, he took me to task, among other things, 
for ruining the good name. I do not know whether it was his or the 
power and light company’s. I am a little confused there with Mr. 
Moses’ oratory. He quoted Shakespeare, “He who steals my purse 
steals trash,” and so on and so on. He stated I had done irreparable 
injury to that good name. 

Now, gentlemen, if the truth can hurt a good name, I am of the 
opinion that there was no good name to start with. That is a premise 
which I stand on. Mr. Moses got up there and said, “If this is the 
sweet investment that Mr. McLean says it is, why wouldn't he buy 
some of the common stock for his bank?” Then with a wave of the 
arm he said, “I venture the opinion that not a bank in the State of 
Arkansas will buy common stock of Middle South Utilities Co.” 

In replying to that later on—and Mr. Moses wasn’t over 10 feet 
away from me—lI looked at him and said that there was not one 
thought of honesty and integrity in that statement. 

Mr. Moses, sir, was a director of the predecessor bank with me. 
Mr. Moses was an attorney. Mr. Moses knows that the purchase of 
common stock by a bank in the State of Arkansas is an illegal invest- 
ment, and yet he would attempt to put that kind of a statement over 
before that number of businessmen. 

Mr. Moses got up, and gentlemen I am going to let you in on a 
little amusing incident because I think this is a good time for it. Mr. 
Moses got up there and he said, “You know”—and these are not his 
exact words but this was the general thing—‘the money is in New 
York, and you can’t get it in Arkansas, and we have got to have this 
kind of money in order to develop the State.” He said, “We have 
to get the money up there.” He does not seem to think that the Ark- 
ansas people might own directly some of those shares; they certainly 
own the investment trust shares and other things. 

Arkansas is still an investing State, just the same as the other States; 
maybe to a lesser degree. But anyhow, he got up there and he said— 
and these are his words. I think he probably lost his nerve in that 
meeting. I think this was what he actually said, but I pinned him 
down because he had given prepared copies of his speech to the press 
and they wrote it up slightly different. I took it wp with the press 
because I was paying close attention. He said, “One of the large in- 
vestment trusts in this country sold 100,000 shares of Middle South 
Utilities common stock because Arkansas Power & Light Co. 
not earning 6 percent on their investment.” 

The following day the press came out saying it was the Massachu- 
setts Investment Trust. I said, “Where did you get that?” And here 
it is. I think he lost his nerve and he was afraid to mention the name, 
but yet the lie was there just the same. I wrote Mr. Moses a letter 
following that, and I think this letter might come in at this point. 
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This is dated July 14, and I am sure it isn’t over 2 days past that meet- 
ing because when I got back to the bank I wired MIT for their hold- 


ings: 


Dear Mr. Moses: In the interest of having only actual facts before the public 
and having a true picture, I am asking you for the basis of your statement that 
the Massachusetts Investors Trust sold 100,000 shares of Middle South Utilities 
because the Arkansas Power & Light Co. was not earning 6 percent on its invest 
ment. This trust held 114,700 common shares as of December 31, 1953, and wire 
information given to me states that June 30, 1954, figures not yet made public 
will show 100,000 shares still held. This trust held common stocks of 26 utili- 
ties on December 31, 1953, and its investment was only greater in the case of 
8 of these companies than was the case with Middle South Utilities. If this 
statement is merely poetic license or the result of a vivid imagination, it should 
be corrected for accuracy. With 1 or 2 close friends among the trustees, I think 
that I can produce the facts. 

I have been asked about that statement of yours, and in any reply I may make, 
I want to do you no injustice, and for that reason I am writing you this letter. 
\ny statements that I may make, I only want to be the truth and the whole 
truth. 

Sincerely yours, 


A. E. McLean. 
(nd, of course, there was no reply to that letter. 
Mr. Davis. There was no reply 4 
Mr. McLean. There was no reply to that letter. When jam is all 


over the child’s mouth and he said he hasn’t been near it, he is nothing 


but a God damn liar. Pardon the English. 

The CuatrmMan. That letter will be admitted. 

Mr. Davis. Is there anything further? 

Mr. McLean. As an actual fact now, and I think I would have 
picked that thing up, the press had those things prepared. Now if 
vie want to get on down to the integrity and the truth of it, remember 
that he on the 22d d: ay of June they had that letter and they did 
not reply for 8 weeks. There was an opportunity to go over all of 
those figures, and they had an opportunity to consult with ever ybody. 
That appearance before that Little Rock City Council was not made on 
the spur of the moment; it was made after a world of thought as 
“What are we going to do and how are we going to answer McLean’s 
charges?” 

When they stoop down there to be stupid as to tell a lie that any- 
body with any brains can check on them, in a matter of minutes, where 
is there any integrity? That is only a fair statement. Remember, 

have served with him as a director in the bank. I know all of the 
sordid things of those closing days, and I know the history of the 
thing. Mr. Moses, in my opinion, has not the ability to know and 
separate simple honesty and what is not correct. 

Mr. Davis. Mr. McLean, have you examined the application of 
Arkansas Power & Light Co. for a rate increase ? 

Mr. McLean. Yes, sir. I have read the application through. 

Mr. Davis. I would like to read to you from page 17, the justifiea 
tions for the increase as set forth by the company in its applic stien. 

and ask you to comment on them. This is page 17 of the application, 
point 12, and the heading is, 





Applicant must have increased rates: 

Applicant is convinced that this continuing failure to earn its full return 
on the money invested in its property in continuously increasing amounts has 
hurt its credit in the money markets. Therefore, applicant has made a. full 
appraisal of the possibility of improving its earning status for the year 1954 
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and for the future. It is now convinced that it must seek the relief it has for 
years been entitled to under this Commission’s order of June 24, 1944, if the 
applicant is (1) to continue to attract the capital necessary for its operation; 
(2) to return to its investors the earnings to which they were entitled as 
promised by this applicant and as approved by this Commission; (3) to continue 
the adequate service to which its customers are entitled; and (4) to preserve 
the integrity and good standing of this State’s securities and obligations in all 
of the marts of trade. 

Would you comment to us on that, please, sir? 

Mr. McLean. I will be very happy to comment on that, having 
spoken several places around the State before various civic clubs. 
t robably I have done a very nice job of crucifying the Arkansas 
Power & Light in front of the people of the State of Arkansas. 

“To continue to attract the capital necessary for its operation”— 
i do not imagine that even the officers of the power and light would 
want to say that as far as the bonds and the preferred stock were 
concerned that that could even be a question. When you go on back 
to the fact now that those bonds are rated A, it is not the top rating. 
I do not know; perhaps they cannot get the top rating unless they put 
in a little bit more money in the Arkansas Power & Light. You know 
that roughly you have a first mortgage of 60 percent. Then you come 
in with a second mortgage of 10 percent. The holders of the common 
stock in turn have really practically 70 percent in front of them and 
the first call on the earnings. 

Of course, they have common stock. In turn, there are four com- 
ponents making up Mid-South Utilities, and Mississippi Power & 
Light and Louisiana Power & Light apparently had better earnings 
than A. P. & L., but in the chart that they produced down there at the 
city council, the gangsters in order to say to the people, “It isn’t a 
matter of fairness; it is a matter of how much do we get”—no; they 
showed Texas Power & Light and Texas Electric Service earning 18 
to 20 percent on their equities. 

In reply to that I said, “Well, maybe the oil is running down there, 
- if those people found out what was going on they might not like 

, either.’ 

They left out New Orleans Public Service, the fourth unit down 
there; and I think if my memory is good, they earned about the same 
as Arkansas Power & Light. Perhaps the New Orleans people are a 
little harder to flimflam, I do not know. 

Anyhow, the bonds earned 534 times, and the preferred stock divi- 
dends earned in 1953 over 10 times. They certainly would have no 
trouble. Then when they sold the 4.32 percent preferred and got a 
slight premium over par from the underwriters, that was success- 
fully sold, to the public, I think at around 101, or perhaps a little 
higher than that. 

You come on down to point 3: 

To continue the adequate service to which customers are entitled. 

Perhaps in there is a veiled yu: that if we don’t get it we are going 
to quit taking care of you, I don’t know. I am not reading their 
minds. But of all the arrogance and of all the gall that I ever heard 
of, which was an insult to the Commission, was point 4: 


To preserve the integrity and good standing of this State’s securities and obliga- 
tions in all of the marts of the trade. 
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As I told the different audiences around there, maybe they have 
gotten to the point where they think the sovereign State of Arkansas is 
. subsidiary of the Arkansas Power & Light Co. That has nothing 
to do with it. The State of Arkansas is in no way connected with the 
\rkansas Power & Light, and certainly their securities are not in- 
volved in this increase. In turn, I think any utility that can get 10 
percent will probably have no difficulty in selling its common stock. 

Now, in turn, if money gets short in the country and if we got a lot 
of sucker States around us in which they can get 13, 15, or 20 percent, 
there might be some trouble then. If so, may be we can slow down the 
development and perhaps we can catch up a little. In turn, with 
integrated systems perhaps they can bring in a little power and sell it 
to the Arkansas Power & Light and get by. 

Apparently, in order to keep any expansion of REA out, they have 
been selling power at less than cost. 1 think that that is just a first- 
class joke, and whoever prepared this thing thought that there were 
enough morons in Arkansas that could never wake up to what was 
happening to them. 

Mr. Davis. Is it true, sir, that for 1953 the funded effect was cov- 
ered more than 524 times ¢ 

Mr. McLean. Those are the figures as reported to SEC. 

Mr. Davis. And the mortgage bonds were rated A in Moody’s 
Manual and the debentures B-AA. 

Mr. McLean. That is correct. 

Mr. Davis. Do you know whether these securities of the company 
have ever enjoyed a higher rating? 

Mr. McLean. They never have. 

Mr. Davis. Is it true that a new 4.82 percent nonvoting stock has 
just been sold to underwriters at a premium above par? 

Mr. McLean. That is correct. 

Mr. Davis. And is it also true that for temporary financing the com- 
pany is receiving the prime rate from banks on an unsecured basis ? 

Mr. McLean. They received that, and with the proceeds of the last 
bonds that they sold those loans were paid off. 

Mr. Davis. You testified, Mr. McLean, that you spoke in various 
parts of the State on the subject of the proposed rate increase. 

Mr. McLean. That is correct. 

Mr. Davis. Can you tell us where you spoke, sir? 

Mr. McLean. I spoke at Stuttgart before the Lions Club, and I 
spoke in Russellville before the Lions Club there. I spoke before the 
city council of Russellville, and I spoke in Berryville. I have can 
celed a couple since then in order to come up here. 

Mr. Davis. Is it correct, sir, that the gist of your remarks in these 
various places was similar to the testimony you have just given to us? 

Mr. McLean. That is correct. 

Mr. Davis. And you opposed the proposed rate increase 

Mr. McLean. That is correct. 

Mr. Davis. And you opposed it, sir, on the ground that the com- 
pany’s earnings were sufficient, if not excessive; is that correct ? 

Mr. McLean. That they were suflicient and it would be an outrage 
to raise them again. 

Mr. Davis. Did you at Berryville make any reference to the cor- 
poration as a corr upt corporation ¢ 
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Mr. McLean. I did. I stated it was the most corrupt and ruthless 
corporation that ever operated within the boundaries of the State. 

Mr. Davis. Would you care to amplify those remarks? 

Mr. McLean. Do you want some of the ladies to leave the room? 

Mr. Davis. All right, then. 

The CHarran. I do not think you have to do that. We can sus- 
pect what he would say. 

Senator HEenprickson. We can take judicial notice. 

Mr. Davis. Did the Arkansas Power & Light Co. in any way in- 
(licate its attitude toward your discussing these issues at these 
meetings ? 

Mr. McLean. After the one at Berryville, several of the people 
said, “I don’t know whether you know it or not, but your invitation to 
speak at Berryville before the Rotary Club there”—they attempted to 
stop that speech. They said that representatives from the power and 
light—and under those circumstances I suspected it would be the 
local manager—requested that the invitation be recalled and that I 
not be permitted to speak up at Berryville. Maybe the last one at 
Russellville was more than they could take. 

Mr. Davis. Have you ever met in conference with the State public 
service commission on this proposed rate increase ? 

Mr. McLean. Yes. 

Mr. Davis. Have you discussed any of these matters with them ? 

Mr. McLean. Yes. 

Mr. Davis. Did you tell them that you thought, or did you tell 
them what you thought about the corrupt nature of Arkansas Power 
& Light? 

Mr. McLean. I certainly did. I said, “Gentlemen, now we will 
probably have a new governor in here and you will probably at ender- 
ing your resignations.” I said, “You know just. as well as I do what 
has been customary. Undoubtedly you will be approached with the 
idea of being smart now. Don’t be stupid there. After all, a decision 
here favorable to the power and light might be well worth your while.” 
I said, “Now, as far as that is concerned, Mr. Robinson, you recall you 
were prosecutor up in the Russellville area.” And I said, “You re- 
me »mber’ 

Mr. Davis. Mr. Robinson ? 

Mr. McLean. Yes; G. Robinson, who is chairman of the commis- 
—_ He formerly oce upied a position as prosecutor for Pope County, 
in which Russellville is there. An Arkansas Power & Light repre- 
selibil ive was indicted for bribery, and Mr. Robinson nol- -prossed that 
ease, 

I said, “You remember that, Mr. Robinson. And after all, you 
know what has been going on generally and you know it is routine.” 
And TI said, “I know “why you ‘did not try that case”’—and maybe I 
didn’t but anyhow I told him I did. I said, “You knew you could not 
get a jury up there that could overcome the influence and you could 
not get a jury that would not be bribed and you could not get a 
verdict, and for that reason you did not try the case.’ 

Mr. Robinson said, “ Yes.’ 

I think it was a little shock to the other two. said, “Anything 
can happen here. They are not going to run any more steam Yollers 
over everybody and they are not going to crucify anybody further. 
They are no longer going to keep a man who does not see eye to eye 
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with them from getting a job. That day is over with. That time is 
through.” I said, “There is going to be no bribery around here and 
you gentlemen are not going “to accept any bribes because you don’t 
want to; and if you did want to, I am going to be in here as your 
consultant.” 

Now, gentlemen, that has been general routine for years and years 
in the State of Arkansas. They participate in every election, and if 
their candidates are wrong they help pick up the deficits. And now 
I don’t know. I know a lot of things, and maybe I am going to be 
able to hit the books before they can be changed. I know names and 
I know how some entries are made. I would rather not disclose them 
now because they might be changed before I could go on the books. 

But, gentlemen, that is the only utility that I know of in the State. 
The telephone company and the gas company do not interfere with 
everything, and the Arkansas Power & Light has sought to dominate 
and put the fear of God in anybody who protests them. Probably 
I am the first man that did not have a price, who did not have any 
need of money, and no one can wreck my business as far as that is 
concerned. ‘That is why I am here. It is terrifying. It is time 
for the public to be aware of what is going on in the utility business. 
The stockholders some day—if we get this mess cleaned up and get 
some honesty and integrity in there, it will be the best thirty that has 
ever hi appened to the stockholders and the preservation of the private 
enterprise system. 

Senator Henprickson. Just before you ask another question, how 
long have you been consultant for the commission ? 

Mr. McLean. Well, I think it was about 4 or 5 days after this letter. 
You might be interested in this, that after all when you suddenly 
stick your head up and champion a cause, you know, to hold the bills 
down, when you take up a thing of this kind with some 267,000 custo- 
mers, representing probably a quarter of a million people, the tele 
phone calls and people who come in and the fan mail I have received 
might even be a credit to a Senator in the United States Senate. 

Senator Henprickson. You have been consultant since this contro 
versy started ? 

Mr. McLean. Yes. In other words, the pressure went on, and 
whether the Commission, I am not sure whether Governor Cherry 
convened it but it was a matter of a few days and this was a bombshell 
when they voluntarily called me up and asked me if I would act as 
their consultant, and I said I would be happy to serve the people of 
Arkansas in that capacity. 

Senator Henprickson, Isee. That is all. 

Mr. Davis. Mr. McLean, you are a conservative banker, are you 
not, sir ? 

Mr. McLean. Well, I might answer that statement, and if this is 
a plug for the bank, gentlemen, please excuse it, but that bank is 
21 years old and the total losses of that bank in 21 years are less than 
$1,000 on loans. The difference is several times that of the short- 
changings, but the loans at least have stood up. I think that I might 
be classed as a conservative banker. 

Mr. Davis. You certainly are not in favor of public power; is that 
correct ¢ 

Mr, McLean. I am in favor of private industry that has built 
America, in my opinion, Because there may be a couple of rotten ap 
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ples in this situation, I am not condemning the utility business as a 
whole. Certainly there is no reflection on the millions of honest peo- 
ple in private enterprise. If the Government doesn’t have to operate 
businesses, if it can be smaller, and if we can have fairness to the 
people, that is the ideal system. We are going back, and then we can 
be for Government. Certainly I want to see private capital carry on 
the business of this country, and not relegate it to the Government. 

Mr. Davis. Well, Mr. McLean, do you feel that a certain degree of 
public yardstick competition may be necessary to assure reasonable 
electric rates from companies w hich would otherwise enjoy a complete 
monopoly of the community’s electric business ? 

Mr. McLean. There are some things that I have had to change my 
mind a little bit on since I got into this thing. I would not be into 
this without giving it some thought. Don’t think for 1 second I think 
that I know how to run the country or the utility business. I don’t. 
Anytime you attempt to regulate anything, you have got a lot of 
problems. 

But, in turn, unless the utilities can be divided up to a point of 
where it isn’t the same general pattern running through everywhere, 
and if it is really independent separate operating utilities in there in 
which there is ¢ ompetition and we have a yardstick that measures the 
cost of electricity, if that is out of the question, then at least we prob- 
ably are going to have to have some public power which will give us 
ay ardstick, and will keep the greed out, because, after all, ‘almost 
everybody is human, and if they will just stay in line, and if they won’t 
try to get by with murder, we can survive. But, it is going to be no 
favor if a few people crush everybody else out of the way, and if any- 
body that can get in their way can be crushed, and if we don’t get 
honest competition in here, we have got to have a substitute. 

Mr. Davis. Mr. McLean, have you any views as to whether influ- 
ences such as those which led to the 1929 crash are active again today ? 

Mr. McLean. We are seeing some of that greed come in here. You 
will probably ask me this, and perhaps I can come to it a little ahead 
of you because this might be an opportune time, the question of the 
Yates-Dixon, so-called Dixon- Yates powerplant. Of course, I do not 
know anything about that except what I have heard and have seen. 
But it is apparent that even the United States Senate doesn’t know any 
of the terms of that. If that is going to be a fast negotiated deal, in 
turn we may see Mr. Eisenhower’s administration sold down the river 
by greed with the hope of accumulating a few million dollars, and for 
what? What are the people going to do? Some people get mad with 
money and power. They don’t put their fingers on any real values. It 
is just a desire to be a big shot. 

And let me make this statement, too, and this goes for a lot of 
people: When you finally go to the cemetery, and you are planted in 
that box, you won’t be able to read the daily press as to all of the things 
that you were conected with, and what a big shot you were, in this life. 
You are dead and you are going to be dead for a long time. 

Mr. Davis. Mr. McLean, have you had any experiences with the 
Dixon-Yates group that would lead you to take this position ? 

Mr. McLean. Well, component parts, the Arkansas Power & Light, 
surely they are not even smart, most of them. They are stupid, and 
I am going to come along with this, in the banking business, 
and I am going to point something out to you, too, that is very impor- 
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tant in the banking business. We extend a world of open credits to 
corporations, and the basis for that is their statement, and in most 
instances those statements are statements prepared by independent 
certified puolic accountants and they certify to the correctness of those 
books. 

Now, in this world, unfortunately, we have certified public ac- 
countants who, in turn, acquire business and large business, and, in 
turn, they are willing to close their eyes to a lot of things and they 
can get awfully close to the line. In turn, there are plenty of cor- 
porations whose statements wouldn’t get them credit at sank if it was 
thorough. 

Now, what I would do, I read that certification word by word, and 
if there is a funny word in that, any point if it doesn’t read right, and 
it doesn’t stay right, and it is clearly apparent that those accountants 
so stated that certification that they could save their conscience for the 
past ones they have pulled, in the examination of that thing, then in 
turn I get a hold of those accountants, and I pin them on down, and I 
say just “Did you write that?” And I start giving them a questioning 
n there. Generally those close ones there, end up by not getting 
any line of credit at the Commercial National Bank, but that is some- 
thing that must be watched for. Watch out for all certifications; 
be sure that it was a thorough audit, and be sure as to what they 
examined, and be sure how they wrote that certification in that audit 
that. you are looking at. 

Now, we can go on back to yesterday, and we have got some awful 
shocks back there some 20 years ago. Some of the largest. corpora- 
tions in this country which had those certifications year after year, 
covering depreciation and everything else and what happened in the 
American Radiator case? They finally wrote off about one-third of 
the fixed assessment in the city of Buffalo alone; they had close to $1 
million worth of assets and they finally sold them for a handful of a 
thousand dollars and they wrote it down, and where the hell was the 
investor? The United States Steel Corp. had been in there for a long 
time, wrote off tremendous amounts, and where were the auditors, and 
where were the certified accountants that in turn certified so that the 
public, the investor, could judge it was a good investment or not? 

There has been a lot of fast ones in there. Maybe you all remem- 
ber the famous McKesson-Robbins deal, when, in turn, there was an 
audit out there, and the innocent investors suffered very badly. 

Those are things that must be watched out for. I just offer this 
one thing about the Dixon-Yates contract, and that is, when that 
thing is negotiated it had better be out there, and there had better 
be some real brains to watch it, or you will probably find it will end 
up in a national scandal, because there will be a lot of fast ones, and, 
in turn, I don’t think Mr. Dixon was in there, but I was associated 
with Hamilton Moses, and I was associated with Harvey Couch, and, 
sure, I was there, and I saw the loans that they never got paid on, and 
I know about the millions of dollars that were written off because 
they couldn’t take care of them. 

You can take Rex Brown, president of the Mississippi Power & 
Light, and he had an impaired collateral loan in that old bank that 
I liquidated in there, and there were a lot of them in there. Now, 
listen, they operated fast in those days, and there were times that a 
boy of 40 years of age, and I wondered whether my job was to sit in 
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and try to make that bank better or whether if I resigned there was 
going to be a shock. When it came on down to work out the affairs 
of that bank, some of things made me sick all of the way through, 
because they were conces led. straight through. 

This may sound like immodesty, but I want to tell you this, that 
the bank that I was a former director of, the Bankers Trust Co., it 
paid its depositors 100 cents to the dollar and returned every 100- 
percent stock assessment to its stockholders, and it paid 6 percent 
interest on that stock assessment. Part of the salvage for the stock- 
holders was there. I had some rough going, and don’t think there 
were not plenty of attempts to steal those assets. I served without 
one penny of compensation for 10 months in a reorganized bank, 
not because I had to but because it was going to make me strong 
enough to knock the heads off of everybody that tried to steal those 
assets, and don’t think plenty of them didn’t try it. 

Mr. Davis. You say that you think the Dixon-Yates negotiations 
ought to be out there, sir ? 

Mr. McLean. They ought to be out in the open, and they ought to 
be known, and there ‘ought to be the best brains you can get, and you 
had better be sure that the brains are honest, to tell you whether it 
is a good deal or not. If that does not happen, you are going to 
have a national scandal, just based on what I oe in the Mississippi 
Power, is another component. 

Senator Henprickson. Right through, Mr. McLean, do you know 
any facts of your own know ledge, any facts that this committee ought 
to know about the Dixon- Yates ; transaction ? 

Mr. McLean. No; I do not. 

The CuHarrman. You are in the same shape as the Senator and | 
are in; you never have seen the contract ? 

Mr. McLean. I have never seen the contract. 

The CHarrmMan. Can you tell us anybody who has seen it besides the 
Wall Street Journal ? 

Mr. McLean. I am going to ask in case you have an executive ses- 
sion at all; I am going to ask you if you will let me make the reply, 
“No comment” on that one, and then I will talk out with you or 
anybody else. 

The Cuarrman,. I beg your pardon? 

Mr. McLean. I say I would like to say “no comment” to that ques- 
tion, but I will tell you what I do know, and I would rather not do it 
now. 

Senator Henprickson. I do not see any need for an executive session 
in a matter of this kind. We either have the facts or we do not have 
them. 

Mr. McLean. All right. The only indication that I have got is 
that some counsel for this committee led me to believe that they have 
seen a copy of the contract, and that is all I know. 

Mr. Davis. Counsel? Are you referring to me? 

Mr. McLean. I am making no reference whatsoever, and my under- 
standing is that at least some of the contracts are in existence, and I 
may be confused, and if you have never seen it, all I would question is 
that they are available and there were some that disappeared. And I 
don’t know whether that is a fact. 

The Cuarman. Which ones, the first draft or the second draft or 
the third draft or the fourth draft? 
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Mr. McLean. I have no idea how many drafts or what anybody 
may have seen, and my understanding is that Stietenroth, who did 
testify, had seen one, and maybe someone else had seen it, and that is it. 

Mr. Davis. Have you ever said to anyone that I had seen a copy of 
the contract, sir? 

Mr. McLean. I don’t think I do, but in turn remember I have talked 
with several, and the indication has been that somebody has had it, 
and I would rather not. 

The CuatrMANn. It may be that some of the reporters here may have 
seen this contract, or one of the drafts. 

Mr. McLean. I have talked to a good many people. 

The CHarrmMan. I understand the President some monthis ago said 
that everything was open and aboveboard, and told them to go and 
look at the contract, and all of the documents. So, perhaps, the con- 
tract is included there. Do you know, Mr. Davis? 

Mr. Davis. I do not know, and I have not seen a copy of it, sir. 

Mr. McLean. I have talked to too many people to be sure where I 
cot that impression. 

The CHAtRMAN. You understand, Mr. McLean, that we have invited 
Mr. Dixon and Mr. Yates, when they were present in this room, to 
come up here, and their counsel to come up here, also, to testify any 
time they wanted to come up and testify, and it has been an open 
invite ition to them for weeks and weeks and weeks, and so far they 

ave not chosen to do so. 

Mr. McLean. Well, along that line, in view of the testimony which 
imay be considered somewhat sensational in here, I have no objection to 
answering any questions should Mr. Dixon or Mr. Yates like to ask 
me and to make any reference to anything I have testified here. 

Mr. Davis. Mr. McLean, do you think that the Public U tility Act 
has accomplished what was hoped for? 

Mr. McLean. In answering that question, I don’t believe that I 
would be fully advised and could say exactly what it was hoped that 
it would accomplish. I don’t think that the Public Utility Act has 
successfully protected the people. 

Senator Hrnprickson. You are referring to the one in your own 
State or in general ? 

Mr. McLean. In other words, I don’t think that I could answer 
that question, and I don’t know what all it was hoped for that it 
would accomplish, but I don’t think it has been successful in giving 
the people the protection that it would be desirable to have. 

Mr. Davis. In your opinion, Mr. McLean, do you think that there 
is any point to having boards of directors for wholly owned subsidiary 
companies? 

Mr. McLean. Any board, in my opinion, should and would best be 
confined to the fewest number a State would permit as long as you 
are going to have the utility holding company. Arkansas, I think, 
gets by with three directors. If you are going to have a board in 
‘Arkensas, three directors in there who could go through whatever steps 
were necessary in operating as a corporation would be sufficient. There 
certainly is no point in ha aving 15 members of that board scattered 
around who I think probably have nothing to do with the operating of 
that. business. 

The Cuarrman. As I understand your testimony, you are here to 
do all you can to keep the President of the United States from being 
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involved in any scandal on the Dixon- Yates contract, and to help the 
people of this country ? 

Mr. McLean. I voted for Eisenhower, and I think he has been a 
wonderful man, and to me it would be a tragedy if the President of 
these United States, who in my opinion has tried to do a good job, 
and I would like to pay a tribute also to many of the businessmen who 
gave up their jobs to go down in that Cabinet and when that took 
place I said in these United States, we will survive when men will 
make that sacrifice. 

No, I would do anything that was possible for me to do to keep out 
any national scandal. I saw Mr. Eisenhower when he came to the city 
of Little Rock and spoke, and he had the friendly look on his face, and 
he smiled, and he certainly gave all of us a feeling of confidence, and 
I want him to go down as the greatest President these United States 
ever had, and if I can help him in a small way, to accomplish that, 
I will be happy to doit. That is what I pray for. 

Senator Henpricxson. I have no questions, Mr. Chairman. 

The CuamrmMan. We will recess until 10 o’clock tomorrow morning 
and I want to thank you, Mr. McLean for coming up here, and I think 
that you rendered a real public service and I am proud of you. 

(Whereupon, at 12:35 p. m., the committee recessed to reconvene 
at 10 a. m., Friday, October 22, 1954.) 
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Unirep Srates SENATE, 
SUBCOMMITTEE ON MonopoLy AND ANTITRUST 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 424 of 
the Senate Office Building, Senator William Langer (chairman) 
presiding: 

Present: Senator Langer. 

Present also: Sidney Davis, counsel to the subcommittee. 

Chairman Lancer. The committee will be in order. 

I am sorry to hear that Senator Kefauver will not be here again 
today. He is still in Madison, Tenn., where his father is ill. He 
asked me to express his regrets. I am sorry that he cannot be here. 

Are you ready to proceed, Mr. Davis? 

Mr. Davis. Yes, sir. 

Chairman Lancer. Will you stand and be sworn ? 

Do you solemnly swear that the testimony you are about to give in 
the pending matter shall be the truth, the whole truth, and nothing 
but the truth, so help you God? 

Mr. McMarun. I do. 


TESTIMONY OF SIDNEY S. McMATH, GRANT COUNTY, ARK. 


Mr. Davis. Will you identify yourself for the record ? 

Mr. McMaru. My name is Sidney 8S. McMath. I live in Grant 
County, Ark. 

Mr. Davis. You are the former Governor of the State of Arkansas, 
are you not, sir? 

Mr. MoMarn. That is correct. I served as Governor of Arkansa 
from 1948 through 1952. 

Chairman Lancer. Were you reelected once, Governor ? 

Mr. McMaru. Yes, sir; I served two terms. 

Mr. Davis. You are here pursuant to subpena, are you not, Gov- 
ernor ¢ 

Mr. McMaru. Yes; I was subpenaed to appear here this morning. 
However, the subpena was not necessary. 1 would have come volun- 
tarily. 1 don’t know whether I can make a contribution to the matter 
under investigation or not, but I have had some opportunities to ob- 
serve the operations of the power monopolies during the past 6 years, 
and I was perfectly willing to give the committee the benefit of those 
areas without subpena. But since I am subpenaed, it is all 
right. 
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Mr. Davis. We are delighted to have you here either way, Governor. 

Governor, I am going to ask you to cast aside your natural modesty, 
and tell us whatever you can about your bac kground. 

Mr. McMarn. I was born in Arkansas, ¢ ‘olumbia C ounty, 1912. I 
vent to public school in Hot Springs, Ark. I graduated from the 
University of Arkansas with a law degree. After leaving the Uni- 
versity of Arkansas Law School, I was commissioned as a second 
lieutenant, a regular second lieutenant in the United States Marine 
Corps. I served in the Marine Corps, resigned from the Regular 
Service, took a Reserve commission and went to Hot Springs to prac- 
tice law. That was in 1937. 

I practiced law until August 1940 and reentered the Marine Corps, 
where I served until January 1946. Two years of my service in the 
Marine Corps was in the South Pacific. 

I came back to Arkansas in 1946, ran for prosecuting attorney in 
Garland County, was elected and served one 2-year term, In 1948 I 
ran for Governor of Arkansas, and was elected and served two terms. 

Mr. Davis. Governor, can you tell us a little more about your mili- 
tary service. Have you received any decorations? 

Mr. McMaru. I received the usual citations, the Legion of Merit, 
the Silver Star, and battlefield promotion. I got a battlefield promo- 
tion on the Solomons to lieutenant colonel. 

Mr. Davis. And you held the rank of lieutenant colonel when you 
were discharged ? 

Mr. McMarn. Yes, I am still active in the Marine Corps Reserve. 
[ am a colonel and have command of the Reserve unit in Little Rock. 

Mr. Davis. Governor, are you a candidate for public office at the 
present time ? 

Mr. McMarn. No, I am not a candidate for public office. However, 
I might add it is due to no fault of my own. I was willing. 

Mr. Davis. Do you have a statement with you that you would care 
to read to the committee ? 

Mr. McMarn. Yes, I have a statement which I would like to read if 
it is all right with the committee. 

Chairman Lancer. That would be very satisfactory, Governor. 
Could we have copies to distribute to the press ? 

Mr. McMarn. Yes. I believe I have ample copies here if anybody 
would like to have it. 

Chairman Lancer. Governor, this is one committee where we are 
not in any hurry. You have lots and lots of time. Just take all the 
time you need to read your statement. 

Mr. McMaru. Thank you, sir. 

Chairman Lancer. You can interpolate any time you want to 

Mr. McMarn. Thank you. Shall I proceed now? 

Chairman Langer. Yes, surely. 

Mr. McMarn. Economically, Arkansas is classed as a poor State. 
It has had its opportunities to rise, and it has made progress. I be- 
lieve that some of the opportunities that have come and gone, after 
being rebuffed, will come again. Frequently when industries have 
knocked at our door, they have been den’ed admission to our State be- 
cause of the excessive demands or conflicting interest of the power 
monopoly. When new opportunities for development arise, they, too, 
can be blocked for Arkansas and our people if monopoly continues to 
head the reception committee. 
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Our per capita income is far below the national average. However, 
Arkansas’ potential for economic growth is as great as that of any 
State in the Union. Perhaps it is greater. I erh: aps it is greater be- 
cause our people want to move forw ard, want to move forw: ard so very 
badly. We are conscious of our greatness as a people. We are con- 
scious of the vastness of the resources God has given us to work with 
and build upon. We want better educational opportunities for our 
children. We want jobs for our young people, want those jobs 3 
Arkansas. 

Sometimes I am saddened when I think of the obstacles that block 
our economie advance. I am resentful when I contemplate the great 
shadow that hovers over us shutting off the sun that would permit al 
natural growth and which withers a sprouting economic opportunity. 
This shadow is difficult to lift. This shadow is hoisted over us from 
Wall Street, or more properly, No. 2 Rector Street, a block off Wall 
Street. Its shades snuff out light from Clay County clear down to 
Miller County. They snuff out growth. 

This committee is interested in | objective facts. Among the — 
tant mineral resources that we have in Arkansas are bauxite, oil, ga 
and coal. We have 95 percent of the bauxite deposits of North Ammaw - 
ica. We produce one-half of the barite that is produced in the United 
States. We have one-third of the largest reserve of manganese in the 
Nation. In lesser amounts we produce high-grade clays and gypsum. 
Arkansas is the only place in the world that an abrasive grade of 
novaculite is produced. 

Chairman Lancer. Would you tell us what novaculite is? 

Mr. McMarn. It isan abrasive. It is really a hard sand that prob- 
ably is the hardest metal next to diamonds. It is used as an abrasive. 

Mr. Davis. For industrial purposes. 

Mr. McMarn. Yes, sir; for industrial purposes. 

Chairman Lanerr. Thank you, Governor. 

Mr. McMarn. Did you gentlemen know that 95 percent of the baux- 
ite deposits of North America are in Arkansas? Think of that. 
Think of the significance in terms of aluminum supply to all of Amer- 
ica if there should be war. Think of this, too, our water resources of 
the Arkansas, the White, and the Ouachita Rivers and their tribu- 
taries. These give us the greatest power potential of almost any State 
in the Union, and greater than any State between the Alleghenies and 
the Rockies. 

The development of our natural resources and the raising of the 
economic standards of the people of our areas will always depend 
principally on several things. One of these is the production of an 
abundant supply of cheap “electric ity. Others include the develop- 
ment of our water resources for navigation, for flood control, for soi! 
conservation and irrigation, and for recreational purposes. 

The principal block to the economic development of Arkansas has 
been the opposition of the private power interests—and I mean suc- 
cessful opposition, too, to the building of dams and other power- 
generating facilities for the production of low-cost power which 
Arkansas must have if we are going to develop our economic potential. 

More than any other single basic requirement, we must have an 
abundance of low-cost power available if Arkansas is to move for- 
ward. We must have that power in Arkansas, not in Des Moines or 
21 
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Knoxville or Tacoma, if we are to convert our rich natural] resources 
into the finished product for American consumers back there, within 
the borders of our own State where it needs to be converted for us, 
in Arkansas, to reap the maximum benefits. I do not mean that in 
every case there must be a “raw materials to finished product” conver- 
sion in Arkansas. I want to see a Maryville, Tenn., factory continue 
to convert some Arkansas bauxite to sheet aluminum. Some of it, but 
not all of it. I want to see a Pittsburgh, Pa., factory continue to move 
the conversion process along another step. Let them do some of it— 
not all of it. Remember the bauxite is ours, is Arkansas’. Let us 
carry some of our precious raw materials through all the way. Let 
us have the jobs for Arkansas and her young people that a fair share 
of the final factory processing steps could give us. 

I don’t mean to say that no progress has been made for the benefit 
of Arkansas in the development of our water resources—of our natu- 

ral power from running water. Norfork and Bull Shoals Dams have 
contributed greatly. The surface, however, has only been scratched. 
The great potentials of the Arkansas and White Rivers haven't passed 
the planning stage. The Arkansas River, for example, is the only 
stream in the United States of its size that has remained unde- 
veloped. The only two major dams in Arkansas, Bull Shoals and 
Norfork, were both constructed over the violent opposition of the 
private-power interests. The development of the Arkansas River 
has been obstructed by the same power interests that opposed any dam 
or generating plant that they, themselves, cannot exploit. 

Perh: aps the best example of the electric monopoly’s tactics of ob- 
struction occurred in their successful opposition to the building of the 
steam generating plant at Ozark, Ark., by a group of REA coopera- 
tives. As soon as the REA co-ops applied to the Government for a 
loag-term loan to construct this facility, private-power interests 
moved in with all of their might and influence to block the loan, I 
strongly favored the construction of this facility for the following 
reasons: (1) The steam generating plant at Ozark would provide badly 
needed power for this section of the country. (2) The steam gen- 
erating plant would utilize coal which is present in western Arkansas 
in sufficient quantity to operate such a plant. This coal cannot be 
economically utilized except by some nearby facility. Transporta- 
tion costs prohibit and prevent this coal from being utilized in the 
far-off industrial areas of the United States. With no steam gen- 
erating plant our coal mines in Arkansas are now shut down and our 
miners are out of work. (3) The operation of the steam generating 
plant at Ozark would provide work for our people both in its con- 
struction phases and its operation. 

I am attaching a copy of a letter from Mr. Thomas B. Fitzhugh, 
State counsel for the Arkansas REA cooperatives. This letter was 
dated December 20, 1948, and was received by me shortly before I 
assumed office as Governor. It states clearly the cooperatives’ reasons 
for desiring the construction of the steam generating plant at Ozark. 

Chairman Laneer. I wish you would read that letter at this point. 

Mr. McMaru. If I may, I would like to read it and put it in evi- 
dence. 


Chairman Lawoxn. You may read it. 
Mr. McMaru. Thank you, sir. 
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DECEMBER 20, 1948. 

DEAR GOvERNOR: The directors of the Arkansas State Dlectric Cooperative 
held a meeting in Little Rock on December 17, 1948. They had under discussion 
a proposal for construction of generating plants and transmission lines in 
Arkansas to serve themselves with power. The State association represents 
the 18 rural electric cooperatives now operating in Arkansas. These coopera 
tives now serve 70,000 farm families in the State and will ultimately serve 
approximately 120,000. More than 50 percent of the area of Arkansas has been 
allotted to the electric cooperatives. ' 

There was considerable discussion with reference to the attitude of the new 
public service commission on the REA program. ! 

You will recall the meeting you attended in my office on August 2 with repre- 
sentatives of the rural electric cooperatives. By unanimous vote at the meet- 
ing yesterday, I was requested to write you on behalf of the rural electric 
projects and let you know our vital interest in seeing the program go forward. 
As we told you at the August 2 meeting, we are vitally interested in expanding 
the rural electric program to serve every farm home in Arkansas at the earliest 
possible date. We are vitally interested in seeing the earliest possible develop- 
ment of the hydroelectric projects in Arkansas. Weare vitally interested in 
generating electric steam power ourselves. We want to integrate this steam 
power with the hydropower now under development in the State. We sincerely 
appreciate your statement that this program, as discussed with you, will receivé 
every encouragement under your administration. 

The Arkansas Public Service Commission on many occasions has been hostile 
to the REA program. We know that any action that curtails expansion of 
venerating capacity or extension of electric service in Arkansas is detrimental 
to the welfare of Arkansas. 

Representatives of our State organization would be very glad to meet with 
you and the public service commissioners to discuss in detail the steps that we 
think can and should be taken to insure the development of the resources of 
Arkansas through an abundance of low-cost electric power. 

We wish for you a most successful administration. 

Cordially yours, 
THOMAS B, FirznHveu. 

That letter was December 20, 1948. 

For the above reasons, I made every effort to secure the approval 
of the loan by Mr. Wickard, the REA Administrator. The power 
interests, on the other hand, brought every bit of pressure they could 
muster to bear upon Mr. Wickard to deny the loan. They brought 
every conceivable pressure on me to cause me to cease my intercession 
in behalf of the Arkansas REA cooperatives. I even went so far as 
to take the matter to President Truman. I am attaching copies of 
correspondence which I had with Mr. Wickard and with the White 
House regarding this matter. 

- +> . 

Mr. Davis. Would you care to read that correspondence at this 
point, Governor? 

Mr. McMarn. I would like to. 

Chairman Lancer. It will be admitted in evidence. 

Mr. McMarn. This is to Claude R. Wickard, Administrator, Rural 
Electrification Administration, Department of Agriculture, Wash- 
ington, D. C., dated April 19, 1949, Little Rock, Ark. 


DeAR Mr. WicKarp: Representatives of the rural electric cooperatives in 
Arkansas have discussed with me their desire to secure a loan from REA for the 
construction of generation and transmission facilities in western Arkansas. 
Their proposal contemplates integrating the steam capacity with the hydro- 
electric projects in this area. 

I wholeheartedly approve of the proposal of the Arkansas cooperatives and 
sincerely hope that REA will make the necessary loan to carry out their plans. 

The development of the power resources of Arkansas is esseniial to the de- 
velopment of our human and material resources. I think it is sound business 
for the rural electric cooperatives to supply themselves with power and to 
integrate with the vast hydro development that is now taking place in our State. 
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The rural electric cooperatives are making splendid contribution to the econ- 
omy of our State. I commend them for their goal of complete area coverage 
to bring electric service to every farm home in Arkansas. 

I want to express my personal appreciation to you for the keen interest you 
have shown in expanding rural electric services in Arkansas. 

Cordially yours, 
Sm McMara, 


Here is a wire, November 13, 1950, to Mr. Wickard, regarding the 
REA loan. 

Chairman Lancer. Could we have his letter first of May 10, 1949, 
and take it in chronological order, Governor ? 

Mr. McMarn. Yes. This is a letter in response to my letter to 
Mr. Wickard, and it is dated May 10, 1949. 

Chairman Lancer. That will be read. 

Mr. McMaru (reading) : 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
RURAL ELECTRIFICATION ADMINISTRATION, 
Washington, D. C., May 10, 1949. 


DEAR GOVERNOR McMats#: Thank you for your letter of April 19, 1949, express- 
ing your support of the proposal of the Arkansas cooperatives to construct their 
own, generation and transmission facilities. The application of the Arkansas 
cooperatives will receive careful study. 

I am gratified with your interest in helping to develop a sound rural electrifica- 
tion program for your State. Arkansas is making substantial progress in bring- 
ing electric service on an area coverage basis to all of the farms within the 
State. 

When you are in Washington I hope that you will come by for a visit. 

Sincerely, 
CLAUDE R. WickKArpb, Administrator. 


Then, on November 13, 1950, I sent a wire to Mr. Wickard and to 


the President. The wire to Mr. Claude R. Wickard, reads as follows: 
NOVEMBER 13, 1950. 


CLAUDE R. WICKARD, 
Administrator, REA, Department of Agriculture, 
Washington, D. C.: 

Representatives Arkansas Cooperative Corp. have a conference with you 
November 20 to request REA loan for steam generating plants in Arkansas. I 
have publicly supported this generation and transmission project. This addi- 
tional power will further expand the REA program in Arkansas and further 
strengthen our economy. Your favorable consideration will be most helpful. 

Kindest personal regards. 

Sip McMartu, 
Governor of Arkansas, 


Mr. McMarn. Then the wire to President Truman of November 
13, 1950: 


Representatives of the Arkansas Electric Cooperative Corp. have a conference 
scheduled with REA, Claude R. Wickard, for November 20. The objective of the 
meeting is to request a loan from the RBA for construction of generating plant 
and transmission lines. You are aware of the need for generating additional 
power for this area. Favorable consideration by Mr. Wickard will further 
expand the REA program and further strengthen the economy of the people in 
this section. 

Kindest personal regards. 

Sip McMarta, 
Governor of Arkansas. 


In spite of all the pressure brought to bear upon him, Mr. Wickard 
granted the loan on November 25, 1950. I am attaching Mr. Wickard’s 
wire notifying me of his approval of building the 30,000-kilowatt 
steam plant at Ozark and 544 miles of transmission lines. 
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Chairman Lancer. I wonder if we could have that exhibit where he 
expresses approval. Could you read that, Governor ¢ 

Mr. McMarn. Yes, sir. 

Hon. Sipney 8S. McMatuH, 
Governor, Little Rock: 

I today approved a loan o? $10,558,000 to the Arkansas Electric Cooperative 
of Fayetteville, a generation and transmission cooperative. The loan provides 
construction of a 30,000-kilowatt steam plant at Ozark and 544 miles of transmis- 
sion line. Will be glad to provide more information upon your request. 


CLAUDE R, WICKARD, 
Administrator, REA. 

After this loan was granted, it was necessary for the Arkansas 
Public Service Commission to grant a certificate of convenience and 
necessity before construction of the plant could begin. In Arkansas 
the Public Service Commission is composed of three memvers ap- 
pointed by the Governor. All members of the Commisssion who were 
to pass on this certificate of convenience and necessity were my ap- 
pointees. Naturally, I tried to aes men who shared my philosophy 
of government and who felt as I did about Arkansas’ power potential 
being developed for the benefit of the people of eae as whether 
or not Rector Street liked it. I felt sure that these men would grant 
the petition of the rural electric co-ops; however, I had no idea the 
pressure that would be exerted upon them and the pressure that would 
be exerted upon me to try to get me to use my influence with them to 
force a denial of the co-ops ’ application. 

Incidentally, this Commission had never refused to grant permits 
to the power company to build steam generating plants—and never had 
the rural electric co-ops intervened to block their construction. 

The tremendous pressure exerted upon these men passed all bounds 
of propriety. Mr. Moses, himself, came to me on several occasions 
using all his great charm and magnetism to induce me to stop the 
project. W hen he, himself, failed, he brought to my office his entire 
board, composed of men of highly influential standing in the political 
and civil life in Arkansas. 

Chairman Lancer. Could I interpose to ask you to name these men 
and what business they were in? Were they lawyers or who were 
they ? 

Mr. McMarn. Senator, I could give you the names of the members 
of the board of directors and their businesses, but I might have to 
refresh my memory on it. I remember some of them, but not all of 
them. 

Chairman Lancer. Could you furnish the committee with those 
names ? 

Mr. McMarn. Yes, sir; I will do that. 

Chairman Lancer. I am interested in their professions. 

Mr. McMarn. They were farmers, ministers, and business people 

generally, mostly bankers. 

Mr. Davis. Any lawyers? 

Mr. McMarn. I don’t think there was a member of the bar on the 
board. I will give you a list of the members of the board of directors 
and their professions. 

Chairman Lancer. Thank you, Governor. 

(The information was not furnished.) 
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Mr. McMarn. In a session which lasted several hours, this board 
used every possible argument, and when I turned a deaf ear to their 
pleas, I knew from that day on I was to have the total opposition 
of this powerful utility. 

On January 13, 1951, my second term legislature convened. Shortly 
after the session opened, a final effort was made to induce me to stop 
the Ozark steam generating plant. I was advised that if I would 
oppose the Ozark plant I would receive the support of the Arkansas 
Power & Light Co. for a third term; that I would also receive financial 
backing and that with such support I would be assured of victorv. 
On the other hand, I was told if I supported the Ozark plant, the 
power interest would use every means at their command to destroy 
me politically in the State of Arkansas; that opposition to me would 
be organized in the legislature where the power company had strong 
support. 

I felt the Ozark steam generating plant was to the interest of the 
State of Arkansas and I did not intend to recede from my position. 

I am giving you this factual account of the tactics of the electric 
monopoly in Arkansas because I feel you gentlemen need to know how 
it works. Naturally, I am reluctant to diseuss such matters in public. 
I would not do so were it not for my conviction that only by learning 
of concrete examples of oppression can the American people be 
apprised of the fact that in the 30 years since the days of Sam Insull 
and Howard Hopson, the power monopoly has learned nothing. 

In Arkansas, at least, it operates in the old way. If you “happen 
to be in an elective office and dare to recognize that there is a people’s 
side of »ny conflict with this powerful monopoly, you are to be defeated 
if possible. 

I did not know what form the power company’s opposition to me 
would take but I did not remain in the dark for long. Within a few 
days after the conference with his intermediary, on February 6, 1951, 
Senator Ellis Fagan, probably the most influential single member of 
the Arkansas Senate and the admitted leader of the utility forces 
there, delivered a radio address which was a vicious all-out attack on 
every phase of my administration. Incidentally, Senator Fagan owns 
Fagan Electric Co. of Little Rock, which does all of the Arkansa 
Power & Light Co.’s electric work on a negotiated basis and from 
whom A. P. & L. purchases millions of dollars’ worth of electrical 
supplies without competitive bids. Immediately every type of spite 
bill imaginable was dropped into the legislative hopper by utility 
representatives in the Arkansas Legislature. The edict had been 
issued for my political execution. The worst of these measures was 
the highway audit bill which became act. 102 in 1951. This bill was 
introduced Februar vy 10, 1951, passed the Senate February 12 and the 
House a few days thereafter. The bill was quite unusual in that it 
named in the bill itself the five members of the commission who were 
to undertake an audit of the highway department. The chairman was 
Mr. R. H. Dickenhorst, of Morrilton, a member of the board of direc- 
tors of the Arkansas Power & Light Co. Another member was Mr. 
Vern Tindall, who at the present time is managing the campaign of 
Pratt Remmel, the Republican candidate for Governor of Arkansas. 


Mr. Remmel is a son-in-law of Harvey Couch, Sr., founder of 
A. P.@ix 
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The highway audit commission remained more or less dormant for 
a period of almost a year but early in 1952 it scheduled a series of 
publie hearings designed to expose alleged waste, graft, and corrup- 
tion in my highway department. It was significant that 1952 was 
election year and it was well known that I would seek a third term as 
Governor of Arkansas. : 

The hearings were conducted in a highly sensational and biased 
manner. Mr. Dickenhorst was their guiding genius and it was obvious 
in a short time that their one design was to smear me and my admin- 
istration and to prevent the reelection of a man who dared to fight 
for the full development of Arkansas’ power resources. 

After these hearings were ended, the March 1952 grand jury of 
Pulaski County was empaneled and the results of the highway audit 
commission’s findings were submitted to it. This grand jury, accord- 
ing to the reports in the press, was a blue ribbon grand jury and was 
carefully chosen from the higher echelons of Little Rock’s business 
community for the purpose of sifting the findings of the highway 
audit commission and returning indictments against anyone found 
to have violated the law. After considering all testimony deduced at 
the hearings and after considerable expense (the sum of $125,000 had 
been appropriated to carry on this work) the grand jury found no 
violation of the law and so reported to the trial judge. This report 
precipitated an unusual outburst from four members of the grand jury 
who resigned in open court stating that they were opposed to the 
majority of the grand jury findings. The connections of 2 of these 4 
individuals are most interesting. One Mr. S. J. Beauchamp was a 
business partner of Mr. C. Hamilton Moses, president of the board of 
directors of A. P. & L. Another was Mr. Harold Young, member of 
the board of directors of A. P. & L. These two were spokesmen for 
the minority dissenters on the grand jury. Of course, the statements 
of these men received wide play in the press, and the judge of the 
circuit court was subjected to a great deal of pressure to issue an 
order that the investigation be reopened and again considered by the 
grand jury at the next term of circuit court. 

In the summer of 1952 I was candidate for reelection in the Demo- 
cratic primary. Needless to say, the Arkansas Power & Light Co. 
exerted every effort to secure my defeat. They used all of the tre- 
mendous finances and political power they could muster to secure 
my defeat, and of course, they used the findings of the highway audit 
commission, which they dominated. 

Some of the examples of the pressure that they brought to bear 
on people that they could reach are as follows: 

(1) Employees were instructed to move all out in the campaign 
against me. It was well known that if any employee advocated my 
candidacy, it meant his immediate discharge from A. P. & L. Em- 
ployees were instructed to go to the polls on election day with all 
members of their families, and then report to the local office when 
they had voted, and they were warned that the company would know 
how they voted and that they had better vote right. 

(2) Individual businessmen doing business with the company were 
warned that if they supported me, that would mean no business from 
the A. P. & L. For example, in one city, the A. P. & L. gave all of 
its car-repair work to one automobile firm. When the owner of the 
firm supported my candidacy, business was immediately taken away 
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from him and he has had no business from them since that day. If 
time would permit, I could go on in this vein. 

(3) One lawyer friend of mine was called by Mr. Moses, himself, 
and told that he had heard this lawyer was supporting me. Mr. 
Moses told him if he continued to support me, his A. P. & L. retainer 
would be immediately withdrawn. 

Mr. Moses spent days on end on the telephone calling his hundreds 
of friends and employees in the State of Arkansas, telling that my 
defeat was imperative, that the interest of their “little company” 
required it. 

Every lawyer in the State of Arkansas retained by them, and they 
are many, was activated in behalf of my opposition. One of their 
directors, Mr. Harold Young, who has been mentioned in connection 
with the grand jury, managed the campaign for one of my principal 
opponents. The campaign of another opponent was managed by Mr. 
Arthur Ormond, who is in Mr. Dickenhorst’s bank in Morrilton. You 
will recall that Mr. Dickenhorst, member of the board of directors of 
A. P. & L., was chairman of the highway audit commission. Another 
opponent, Mr. Tackett, was a principal witness of the power com- 
pany before the Arkansas Public Service Commission in opposing 
the steam generating plant at Ozark and was induced to get into the 
race by Mr. Moses, as he has stated since that time on a number of 
occasions. My 4 opponents came from different sections of the 
State, 1 from the northeast, 1 from the northwest, 1 from the south- 
east, and 1 from the southwest. What did this mean? By calcu- 
lated designs, favorite sons capable of arousing local political en- 
thusiasm were put into the race to split the vote. It is significant 
that a member of the board of directors or someone close to the power 
company was in the headquarters of each of my opponents. 

These three candidates were all eliminated in the preferential pri- 
mary in which I led the ticket. The present incumbent, Francis 
Cherry, ran second. Immediately after the preferential primary, the 
three candidates who had enjoyed close dies with A. P. & L. 
moved into Mr. Cherry’s headquarters and campaigned actively to 
deliver their supporters to my opponent. Asa result I was defeated 
in the runoff primary in August. 

I would like to point out here that I am not resentful toward any- 
body concerning my defeat. I am not bitter, and I bear no malice. 
Il am making this statement for the sole purpose of showing the extent 
of the political activities of the power monopolies. These activities 
apparently conform to a pattern in other areas where these interests 
are involved. 

When I speak of the power monopolies, I refer to the Arkansas 
Power & Light Co., the Middle South Utilities, and Mr. Dixon. 

The Arkansas Power & Light Co. was not content with my political 
defeat, but they were apparently determined to eliminate me perma- 
nently from the political scene in Arkansas. When the September 
1952 grand jury was convened the findings of the highway audit com- 
mission were submitted to this body. This grand jury decided to hire 
a special prosecutor to assist the regularly elected prosecutor in again 
investigating the highway audit commission findings. 

At this time, although unknown to the general public, a slush fund 
was raised from private sources and paid in secret to the special prose- 
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euting attorney. The existence of this fund was unknown to the pre- 
siding judge. It was also unknown to the regular prosec uting attor- 
ney and allegedly to the members of the gr: and jury. The existence 
of this fund was not to be discovered until months later. Among the 
eight contributors to this fund, and this is interesting, which totaled 
the sum of $3.250, was our old friend, Mr. Harold Young, a member 
of the board of directors of A. P. & L., who contributed the sum of 
$500. You will remember that he was a member of the original Blue 
Ribbon grand jury. You will also remember that Mr. Harold Young 
managed the campaign of Ike Murray, one of my opponents in the 
1952 election. Another $500 contributor was Mr. Alfred Kahn, chair- 
man of the board of directors of Union National Bank. The president 
of this bank is Mr. Harvey Couch, Jr., member of the board of directors 
of A. P. & L. This payment was an out-and-out bribe to get indict- 
ments against members of my administration. It was highly irregu- 
lar, improper, and illegal. Ali of this was according to the original 
plan of attack on me and my administration as a result of my decision 
in the Ozark steam generating plant and my attitude toward the rural 
electric cooperative program in Arkansas. 

The September grand jury and their special prosecuting attorney 
spent several months again considering the highway audit commission 
findings. In the meantime the word began to circulate about the slush 
fund to the special prosecuting attorney. Information regarding the 
slush fund reached the ears of the presiding judge and on February 11, 
1953, he discharged this grand jury as a result of its refusal to investi- 
gate this matter. 

Another grand jury was empaneled to again investigate the highway 
audit commission’s findings. Among the members of this grand jury 
was Mr. Bodie, treasurer of A. P. & L., and two employees of the 
Union National Bank of which Mr. Harvey Couch, Jr., is president, 
and which is the bank of the old Harvey Couch interests who founded 
the A. P. & L. The president at this time is Harvey Couch, Jr. 
After considering all of the highway audit commission’s testimony, 
this grand jury returned indictments against two highway department 
employees. One of these indictments was dismissed by the trial judge 
on the ground that the facts stated therein constituted no offense 

igainst the laws of Arkansas. The second employee was tried on the 
indictment but the jury returned a verdict of acquittal in exactly 4 
minutes from the time they left the jury box. 

Thus ended the long and highly publicized and expensive highway 
audit investigation in ‘which the Arkansas Power & Light Co.’s direc- 
tors and officers played such a major role. All of this could have 
been prevented, of course, and this great outlay of the taxpayer's 
money saved had I agreed not to support the Ozark steam generating 
plant. 

The end of the Ozark steam generating plant episode is interesting. 
My public service commission granted the certificate of convenience 
and necessity ; however, the A. P. & L, and other utilities in the State 
secured an injunction in the courts of Arkansas and prohibited the 
building of the plant on the grounds of a legal technicality, a deficiency 
in the original REA Act passed in 1937. The decision of the lower 
court was upheld by the Supreme Court of Arkansas early in 1953 
after I had left office as Governor. It would have been a simple matter 
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to pass corrective legislation in the 1953 legislature and the construc- 
tion of the Ozark plant could have proceeded immediately. But 
passage of this corrective legislation was blocked by A. P. & L. 
Therefore, A. P. & L. succeeded in its effort to keep the farmers of 
Arkansas from generating their own low-cost electric power and 
depriving the State of Arkansas of 30,000 kilowatts of badly needed 
electricity. 

Chairman Lancer. How many farmers today are without power and 
light because of this action ? 

Mr. McMarn. Ninety percent of the farmers of Arkansas now have 
electricity, but they don’t have it at the rate they should have it. The 
rate istoo high. Of course, all of the farmers are not provided. AsI 
say, 90 percent are provided with electricity, which is a high per- 
centage. But the rate they pay is excessive when compared with the 
rates of other areas. In order to get an abundant supply of elec- 
tricity at reasonable rates, the co-ops wanted to build their own steam 
generating facilities. 

Chairman Lancer. You will be interested to know, Governor Mc- 
Math, that we had exactly the same problem in my State, only there 
we built it. 

Mr. McMatn. You built the generating plants in South Dakota ? 

Chairman Lancer. Yes; we built them. All those thousands of 
farmers get it because we built the steam generating plant in North 
Dakota. 

Mr. McMaru. When was that? 

Chairman Lancer. It was done about 4 years ago. We got 612 miles 
of distributing plant by a loan of $14,400,000, and the steam plant cost 
us $9,250,000. In 30 years the farmers will own it all. It will all be 
amortized. 

I think I might say that the State of North Dakota is under an 
eternal debt to John McCormack, who at that time was leader of the 
Democratic minority in the House of Representatives. We got it 
through the Senate and some fellows tried to hold it up in the lower 
House, and Mr. John McCormack, then leader of the lower House, led 
the fight for us. 

Mr. McMaru. Do you have any private power companies in South 
Dakota ¢ 

Chairman Lancer. Yes. We have some. In our State we had a 
meeting with them and they were very cooperative. 

Mr. McMarn. It has not put them out of business, has it? 

Chairman Lancer. Quite the contrary. They are very prosperous, 
and getting along very nicely. We work together in excellent shape. 
You understand we did have trouble with them originally. 

Mr. McMarn. Yes. 

Chairman Lancer. A farmer who was 5 or 6 poles away from the 
highway, they would want twelve or thirteen hundred dollars to 
connect up. When the REA came in, the farmers paid a $5 joining fee, 
and he got it for that, and did his own wiring. I remember one case 
where the power company came in and put in three poles. It happened 
to be my father’s land. They put in three poles through a field 
without asking consent of Sivkety, and I just got a nice fine ax and 


got hold of a fellow, and we chopped the poles down. A few days 
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later they sent us a check for $150 on which we agreed. They had 
no right to go into these farmers’ fields and put their powerline through 
a man’s crop without getting the consent of anybody. 

We had some trouble with them. I knew you would be interested 
to know that we got the very thing you asked for in Arkansas in which 
in my opinion at least you ought to have. 

Mr. McMarn. I hope we can eventually get it. I hope we will be 
able to work out a program where the REA co-ops can generate their 
own power. We need all the power that they can produce. It will 
not put the private companies out of power. We need all the power 
they can produce. There is a demand for power in our area 

Chairman Langer. May I say, Governor, that the coal we use in 
our plant we got from the Truax-Traer Co. I think it is the fourth 
largest lignite company in the United States. It has business, as you 
know, in 7 or 8 States. 

Mr. McMartu. Yes, sir. 

Chairman Lancer. We get it for $2.07 a ton. The result is that 
the farmers are getting that power for 514 mills, which is the lowest 
rate next to Spokane, Wash., out in the Washington area. The farmers 
out there are very, very happy. As I say, they own the plant, they 
run the plant, they elect their own management. They are not behind 
in their payments. Asa matter of fact, they are ahead of their pay- 
ments to the Government. As I say, in 30 years they will own the 
plant itself, and the transmission lines, outright. 

Mr. McMarn. That is certainly wonderful. I am glad to know 
about that. The situation was parallel except that we did not get 
our plant. 

Chairman Lancer. I would be very glad some time to have you or 
any committee from Arkansas come up to North Dakota, and I will 
be delighted, if you will give me a few days’ notice, to show you how 
beautifully it works and how delighted the people of North Dakota 
are, and what fine service the farmers are getting up there by having 
just exactly what you as Governor of Arkansas advocated when you 
were Governor of that State, and the pity of it is that it was not 

carried out. 

Mr. McMaru. I certainly appreciate that invitation. We will 
take advantage of it, Senator, because I am very much interested in it. 

Another example of the pow er company’s efforts to block the build- 
ing of power production facilities over which they have no control is 
the case of the Spartan Aircraft Co. 

Arkansas, as I previously stated, has 95 percent of the bauxite in 
North America. The bauxite i is mined in Arkansas but is shipped out 
of the State for processing. It was my purpose as Governor of 
Arkansas to induce the aluminum industries to establish integrated 
operations in Arkansas. In other words, I could never see w hy the 
bauxite mined in Arkansas could not be processed into aluminum, and 
fabricated into aluminum products in our State. The processing is 
where the big payrolls are to be found. 

It was for this reason that I took a great deal of interest in helping 
Spartan Aircraft Co. obtain an alloc: ation for aluminum production 
from the Federal Government. It was a plan of the Spartan Aircraft 
Co. to establish an integrated operation in Arkansas. The bauxite 
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would be mined and processed into sheet aluminum. They also 
planned to establish a fabricating plant. On October 8, 1951, 1 wrote 
a letter to the President of the United States requesting that favorable 
consideration be given the Spartan Aircraft Co. for an allocation of 
aluminum production. This letter sums up my attitude on the expan- 
sion of the aluminum industry in Arkansas. 

I believe I have that letter. 

Chairman Lancer. Will you read it? 

Mr. McMarn. This is dated October 8, 1951, to President Truman. 

DeAR Mr. PRESIDENT: The people of the State of Arkansas are most anxious to 
have a greater opportunity to participate in the defense program. 

Arkansas has been blessed with tremendous natural resources that should be 
used for the security and welfare of our country. 

The aluminum industry is completely dependent upon Arkansas for domestic 
bauxite. More than 95 percent of the known bauxite reserves of the United 
States are located in Arkansas. 

The expansion of the aluminum industry in Arkansas is in the public interest. 

Electric power can be produced in abundant quantities at low rates from the 
coal, natural gas and lignite that is available in Arkansas. The rivers in this 
area can also supply large blocks of power. 

The inland location in the heart of America will provide greater national 
security. 

Integrated aluminum production in Arkansas will reduce transportation costs 
and minimize dangers of sabotage. 

Spartan Aircraft Co. now has pending before Mr. Jess Larson, Administrator 
of DMPA, a formal application for an integrated aluminum plant to be located 
in Arkansas. This application has received the endorsement of responsible 
technicians in the Department of the Interior and DMPA. 

Reynolds Metals Co. and Aluminum Co. of America also have plans under 
consideration for aluminum expansion in Arkansas. 

We respectfully urge that in the interest of our national security the aluminum 
industry be expanded in Arkansas. 

Cordially, 
Sip McMatu. 

The governmental agency having jurisdiction over aluminum pro- 
duction was the Defense Materials Production Administration; the 
chairman was Jess Larson. We were encouraged to believe that the 
Administrator of DMPA would act favorably on Spartan Aircraft’s 
application. This application was approved by the United States 
Department of Justice Antitrust Division and by the Department of 
the Interior. The Antitrust Division was interested in breaking up the 
monopolies of the Big Three in the aluminum field and favored 
policy of encouraging independents to enter this field. H. Graham 
Morison, head of the Antitrust Division, made this statement: “While 
quick production for the defense effort might justify the allocation te 
one of the Big Three, the long-range program should make provision 
for production by other concerns.” Morison also stated that he be- 
lieved negotiations should continue with independent companies in an 
effort to get them into the production of aluminum. 

The sm al of the Department of the Interior was contained in a 
letter to Jess Larson from R. D. Searles, Under Secretary, and pub- 
lished in the October 14, 1951, issue of the Arkansas Gazette. 

[ have a copy of that Gazette here. 

Chairman Lancer. We would like to put that in the record, if you 
please. I know Mr. Searles personally. 

Mr. McMarn. Yes. 
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(The letter referred to follows :) 
{Arkansas Gazette, October 14, 1951] 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
Washington, D. C. 
Hon. JESs LARSON, 
Administrator, General Services Administration, Washington, D. C. 

Dear Jess: We are enclosing information submitted to us by the Spartan 
Aircraft Co. for allocation of 54,000 tons of aluminum-ingot production. The 
applicant has submitted a satisfactory engineering statement and agrees to fur- 
nish 10 percent equity capital, whether it is financed privately, with a Govern- 
ment-guaranteed loan or by a direct Government loan. 

They have 2 sources of bauxite, 1 in Arkansas and 1 in Surinam, as substan- 
tiated by the attached letter. We recommend that an allocation of 54,000 
tons of aluminum capacity be given to this applicant. 

Because of the pending transfer of our functions to your new organization, 
Defense Materials Procurement Administration, we have delayed in certifying 
this applicant, but only for that reason. 

If we have any additional information which you desire in connection with 
this application, we will be pleased to furnish it to you. 

Sincerely yours, 
R. D. SEARLEs, 
Under Secretary. 


The approval of the Spartan Aircraft application would be in line with the 
policy of the Department of Justice to encourage additional competition in the 
aluminum industry. H. Graham Morison, head of the Antitrust Division, made 
the following statement last Friday: 

“While quick production for the defense effort might justify the allocation 
to one of the Big Three the long-range program should make provision for pro- 
duction by other concerns.” Morison also stated that he believed negotiations 
should continue with independent companies in an effort to get them into the 
production of aluminum. 


PROOF OF POWER SUPPLY 


The expansion by the Reynolds Metals Co. in Arkansas is additional proof of 
our ability to produce low-cost power within the State of Arkansas. This 
power will be supplied by the joint production of a new 105,000 kilowatt power 
plant now under construction by the Arkansas Power & Light at Lake Catherine 
and hydroelectric power, particularly at the Bull Shoals Dam in Arkansas. It 
is significant that the power for Reynolds expansion could not have been pro- 
duced except for the joint cooperation of the Arkansas Power & Light Co. and the 
Southwestern Power Administration. It is further apparent that without the 
Bull Shoals power this plant could not have been located in Arkansas. This 
does provide positive proof that Arkansas can provide low-cost power conducive 
to industry. Arkansas now has and will continue to have tremendous demand 
for additional power production both from privately owned generating facilities 
and hydro power. 

URGES COOPERATION 


In addition, power should be produced in westetrn Arkansas in line with the 
proposal of the Arkansas Electric Cooperative. We need all the power from 
all sources at the earliest possible date. I hope that the present cooperative 
effort between the private utility companies and the SPA means that the utilities 
will drop their oppositions to the proposed steam-generating plant at Ozark, 
and allow the construction of this facility to proceed immediately. 

We should proceed immediately to develop the streams in Arkansas and in this 
entire area for flood control, power, and navigation. I hope that this spirit of co- 
operation which is now being evidenced between private and public power means 
that there will not be a recurrence of such opposition to hydro power as occurred 
in 1945 when 2 prominent utility executives representing the 2 major utility 
companies in Arkansas appeared before a congressional committee in opposition 
to the Bull Shoals Dam, 

(This is a reference to testimony given by C. Hamilton Moses, president of 
Arkansas Power & Light Co., and Frank M. Wilkes, president of Southwestern 
Gas & Blectric Co. of Shreveport.) 
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Mr. McMarn. The principal cost of aluminum production is elec- 
tricity. In order to reduce the cost of operations it was the plan of 
the Spartan Aircraft Co. to produce its own power by means of a 
steam generating plant. The fuel for the steam generating plant was 
to come from the gasfields owned by this Spartan Co. It was this 
feature of the Spartan Co.’s plan of operation that incurred the oppo- 
sition of the Arkansas Power & Light. This company has consistently 
shown that it is interested in no additional power production in 
Arkansas except that which is produced and transmitted and sold by it. 

The power company saw an opportunity to accomplish a twofold 
purpose. First, prevent the building of the Spartan Aircraft steam 
generating plant, and, second, acquire the power from Bull Shoals. 
They could accomplish this purpose by blocking the allocation of 
aluminum production to the Spartan Aircraft Co. and acquiring it 
for Reynolds Metals. Bull Shoals was the only power available in 
this area for the Reynolds Metals and this power would have to be 
transmitted and purchased from Arkansas Power & Light inasmuch 
as the power interests had been able to kill appropriations for Govern- 
ment construction of transmission lines. 

The power companies moved in with the influence they could bring 
to bear on Mr. Larson, blocked this application for aluminum produc- 
tion by Spartan Aircraft Co. I have three copies of the Arkansas 
Gazette that tell this story. 

I have put those in evidence. 

The allocation was denied Spartan Aircraft and was made to 
Reynolds Metals. I have a letter which I wrote to the President of 
the United States October 16, 1951, immediately following Mr. Lar- 
son’s decision, which I would like to read. 


Chairman Lancer. That may be read. 
Mr. McMarn. This is dated October 16, 1951, to President Truman: 


Dear Mr. PRESIDENT: With reference to our talk about aluminum production, 
the 60,000 tons of authorized expansion which I requested for Spartan Aircraft 
Co. was given to Reynolds Metals Co. Mr. Larson made this alleeation over the 
protest of the Department of Justice and without consideration of the unqualified 
recommendation of Spartan by the Department of the Interior. 

Reynolds has indicated that it will place part of this additional production 
in Arkansas and we, of course, welcome such industrial expansion, but by com- 
parison with Spartan’s plan it will have relatively little economic significance 
to this region. 

This decision aids the vested interests and thwarts competition. Necessarily, 
many of the key positions in ODM are filled by men from giant corporations or 
men who are influenced by that segment of our society. Human nature and 
experiences of the past tell us that, if given a free hand, this group will improve 
its economic advantage at the expense of the future welfare of the country. 

Mr. Wilson has said repeatedly that, in order to meet the demand, aluminum 
production must be increased about 100 percent beyond already authorized ex- 
pansion. May I suggest a specific course of action designed to provide a purer 
atmosphere in. this industry. 

I would deeply appreciate your asking Mr. Wilson to get Mr. Fleischman to 
authorize a 60,000-ton expansion immediately, and simultaneously suggest to 
Mr. Larson that the allocation of this capacity is to be made to Spartan Air- 
craft Co., whose application is on file in his office bearing approval of all tech- 
nical men whose business it is to examine such applications. 

I am convinced that only your personal intervention in this matter will be 
effective. I would be most grateful if this could be done. 

With kindest personal regards, I am, 

Sincerely yours, 
Sip McoMarna. 
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The Arkansas Power & Light obtained the entire power production 
from Bull Shoals which was constructed for preferential customers 
such as rural electric cooperatives and municipalities. The profit 
amounts to over a million dollars a year to A. P.& L. All of the finan- 
cial benefit from this huge dam is now going to the A. P. & L. and 
Middle South Utilities, a company that originally opposed the con- 
struction of the dam. 

Officers of the A. P. & L., Mr. Moses and Mr. Wilkes, of the South- 
west Gas & Electric Co., came to Washington and stated before the 
congressional committee that the power from Bull Shoals Dam was 
not needed. They stated it was not needed, but when it was con- 
structed, they got the power and are making more than a million dol- 
lars a year profit. 

It is the policy of the A. P. & L. to take over wherever possible 
powerplants owned by municipalities. When this allocation for in- 
creased aluminum production was granted to Reynolds Metals, an 
effort was made by a number of cities in Arkansas to get the new plant 
constructed in their areas. Benton was one of the cities endeavoring 
to get this new plant. To illustrate how the A. P. & L. operates to 
take over municipally owned plants, officers of the A. P. & L. went to 
the city council of Benton and told them if the city would sell to 
A. P. & L. their municipal plant, that the A. P. & L. would see that 
Benton would get the new aluminum industry. I would like to read 
the following letter to substantiate the above statement. This is a let- 
ter dated December 3, 1951, from Wyatt B. Crawford, who is superin- 
tendent of the board of commissioners of the Benton Municipal Light 
& Water Works Co, at Benton, Ark. 

The reason for this letter was this, Senator. A committee from the 
waterworks commission came to me and told me this story and I told 
them to go home and write me a letter about it. This is the letter: 

In reply to your request in our telephone conversation this morning, the follow- 
ing is a part of the conversation I had with Mr. Paul Griffin of the Arkansas 
Power & Light Co., pertaining to the leasing of the Benton municipal light plant : 

Mr. Griffin made the statement that “If the Arkansas Power & Light Co. 
had a lease on the Benton (municipal light) plant, we could guarantee you the 
new Reynolds alumina plant.” I asked Mr. Griffin if he actually meant the 
Arkansas Power & Light Co. could guarantee the location of Reynolds plant. He 
answered me with, “No, I can’t guarantee that, but we have them by the sleeve, 
and are going to locate the plant in an area we serve.” 

Mr. Griffin also made the same statement in front of Mr. Fred Walton and 
me later in the evening. Mr. Walton is a member of the board of commissioners 


who operate the municipal light plant. 
I trust this is the information you want. If I can be of further service, please 


let me know. 
Sincerely yours, 
Wyatt B. Crawrorp, Superintendent. 

Mr. McMaru. When the city refused to sell their municipal plant 
to A. P. & L., the Reynolds metals plan was built elsewhere. 

Another example of these tactics occurred in Forrest City. Forrest 
City owned its own powerplant. A. P. & L. was going to build a new 
steam generating plant and told the city council at Forrest City that 
they would build this plant in Forrest City on condition that they 
would sell to the A. P. & L. their municipal power system. This 
transaction took place and the steam generating plant was built at 
Forrest City. 
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The power company officials have a lot to say about private enter- 
prise. They spend hundreds of thousands of dollars telling the peo- 
ple that any regulation or restriction upon the private power business 
is in violation of the principle of free enterprise. Actually, the pri- 

vate power interests are not interested in free enterprise. They are 
opposed to the accepted system of free enterprise in this country. 
They believe in monopolies, combines, and holding companies, unre- 
stricted and unregulated. 

The power company’s opposition to the building of the steam gen- 
erating plant at Ozark, Kans., was to prevent competition. 

Their opposition to the construction of Bull Shoals Dam in Ar- 
kansas was to prevent competition. 

The power company’s opposition to the building of the Spartan 
Aircraft plant in Arkansas was to prevent competition both in the 
power field and in aluminum production. 

The manner in which the Dixon- Yates contract was obtained, with- 
out competitive bidding, is further proof that they only pay lip serv- 
ice to the free-enterprise system. 

Their intense political opposition to any candidate or public offi- 
cial who opposes them proves that they do not want their power mo- 
nopoly regulated by the State or Federal Government. 

The power business in Arkansas is a monopoly. Monopoly and 
colonialism is the same as practiced in Arkansas. We pay one of 
the highest rates for electricity in the ema ae The common-stock 
holder, Middle South Utilities, Inc., receives a 13-percent return on 
its investment. That isa fairly good return ina jen where there 
is No competition and very little risk. The A. P. & L.’s earnings for 
the past 3 years are as follows: 1951, $4,059,718; 1952, $5,087,998 ; 
1953, $5,684,989. 

In the face of this income they have just recently increased their 
rates so as to give them an additional return of $3,900,000 per year. 
This increase in rate, of course, goes to the common-stock holder, 
Middle South Utilities, Inc., or Mr. Dixon. 

According to TV A rates—I took this from the Congressional Rec- 
ord—the people of Arkansas, in 1950, were overcharged $18,109,915; 
the people of Mississippi, outside of the TVA area, were overcharged 
$17,545,503. According to the Ontario rates, in 1950, the people of 
Arkansas were overe harged $17,070,579; the people of Mississippi, 
outside the TV A area, were overcharged $17,485,501. 

Mr. Davis. Will you tell us what the Ontario rates are? 

Mr. McMarn. That is in the northwestern section of the United 
States, isn’t it ¢ 

Mr. Davis. I don’t know; is that the Province of Ontario and the 
hydroelectric plant there? 

Mr. McMarn. I think so. That is my impression. As I say, I am 
quoting the Congressional Record on this. I am not positive about 
that, but that is my impression. 

Mr. Davis. Will you proceed. 

Mr. McMarn. I note that an expert, testifying before a congres- 
sional committee a fow days ago, stated that the uranium now avail- 
able would produce 25 times as much energy as all the coal in the 
world. No wonder a Wall Street monopoly wants to get control of it. 

I would like to point out again that no other State is as endowed 
as is Arkansas in energy resources. We have coal, oil, gas, and un- 
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limited water for hydropower, but the development of these resources, 
which would advance the standard of living of our people and would 
contribute to the overall economic strength of the entire Nation, has 
been held back by the private power monopoly—a power monopoly 
that has exploited our great State, our great resources, and our people. 

This is a fight between the private power monopolies and the people 
of the United States. It is a fight the people cannot afford to lose. 

l am glad to see that this committee of the Congress is not satisfied 
to sit idly by and see a monopoly seize the power resources of this 
Nation. 

If this should happen, the defense of this Nation will be critically 
weakened and the people of this country will be saddled with exorbi- 
tant rates throughout the years to come. 

Chairman Lancer. We will take a 5-minute recess. 

( brief recess. ) 

Chairman Lancer. The meeting will come to order. You may pro- 
ceed, Mr. Davis. 

Mr. Davis. Thank you, sir. 

Governor, you referred on a number of occasions at the beginning of 
your testimony, in your written statement, to the power monopoly 
and to No. 2 Rector Street. Just so we get the record clear, will you 
tell us exactly who you were referring to? 

Mr. McMarn. When I referred to power monopoly in my state- 
ment, | had reference to the Arkansas Power & Light Co., which is a 
subsidiary of the Mid-South Utilities Co. The Mid- South Utilities 
owns all of the common stock in A. P. & L. So when I speak of 
monopoly, I include the A. P. & L. and the parent organization, the 
Mid-South Utilities, which I understand i. need by Mr. Dixon. 

Mr. Davis. Governor, you have lived i Arkansas most of your 
life except for service in the Marine Corps; is that correct ? 

Mr. McMaru. That is right. 

Mr. Davis. You were Governor of Arkansas for how long? 

Mr. McMarnu. Four years, and prosecuting attorney in my jurisdic- 
tional district for 2 years. Those are the two public offices I have 
held. 

Mr. Davis. You know the State of Arkansas pretty well ? 

Mr. McMarn. I think I know the State of Arkansas fairly well; 
yes, sir. I have been over it many, many times. I know the people. 
I understand their problems. 

Mr. Davis. Governor, will you tell the committee, in your opinion, 
whether the monopoly to which you have referred before, Arkansas 
Power & Light and Mid-South Utilities has held back the develop- 
ment of the State of Arkansas and retarded its prosperity ¢ 

Mr. McMaru. I think that the Arkansas Power & Light Co, and 
its parent organization, the Mid-South Utilities, have contributed to 
the economic advance of Arkansas to some extent, but they contribute 
to the growth of our State only to the extent that it also contributes 
to their profit. 

I named’a number of instances where they had opposed develop- 
ments over which they had no control. In other words, if a project or 
an industry is coming into the State, if they are going to sell the 
ower to that operation, they are all for it. But if it is going to be 
independent from the power monopoly, insofar as acquiring the 
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power, if they are going to get it from another source or if they are 
going to produce, themselves, they are not for it. And I don’t think 
that is healthy. 

Mr. Davis. Then, is it correct to state that the Arkansas Power & 
Light Co. has contributed to the economic well-being of the State of 
Arkansas ¢ 

Mr. McMarn. I think it has. 

Mr. Davis. Is it correct that they have profited from their services 
to the State of Arkansas ¢ 

Mr. McMarn. They have profited greatly from their services to 
the State. As I pointed out, they have just inaugurated a new rate in- 
crease which, overall, will give them a net return of 13 percent on their 
investment, which is a good return when they are a monopoly without 
competition and with very little risk. 

Mr. Davis. Has the Arkansas Power & Light Co. been an unhealthy 
political influence in some respects ? 

Mr. McMartnu. The Arkansas Power & Light Co. is the most power- 
ful political influence in Arkansas. It has been unhealthy in that it 
is not conducive to good government for any one monopoly to exer- 
cise the influence that they have been able to exercise in our State, in 
the legislature and in other phases of our government. 

Mr. Davis. Governor, did you hear the testimony of Mr. Arthur 
McLean yesterday before this committee ? 

Mr. McMarnu. No; I didn’t hear it. I read an account of it in the 
Washington Post this morning. It was a brief report on the front 
page. 

Mr. Davis. Do you know Mr. McLean? 

Mr. McMarn. Yes; I know Mr. McLean. He is a president of the 
Commercial National Bank in Little Rock. He is a registrar or has 
been the registrar of the preferred-stock holders of the Arkansas 
Power & Light Co. If there is any man in position to know the opera- 
tion and the financial condition, Mr. McLean is that man. 

Mr. Davis. Mr. McLean testified yesterday before this committee, 
Governor, that the sovereign State of Arkansas is in a sense a political 
subsidiary of the Arkansas Power & Light Co. Do you agree with 
that statement ? 

Mr. McMarn. I will say that the Arkansas Power & Light Co. has 
more influence in Arkansas than any other organization or any other 
group. Apparently the parent or ganization, the Middle South Utili- 
ties have a great deal of influence on the national level. 

Mr. Davis. Governor, Mr. McLean testified that Arkansas Power & 
Light has participated extensively in every election in Arkansas: Do 
you agree with that statement ? 

Mr. McMarn. They have certainly participated in every election in 
which I was a candidate on the opposition side. They have partici- 
pated extensively and actively and have contributed a great deal to 
my oppositions’ strength. As a matter of fact, my opposition organi- 
zation has been built around the Arkansas Power & Light Co. 

Mr. Davis. Built around it? 

Mr. McMarnu. Their employees, their influence. That is the biggest 
link in their organization. 

Mr. Davis. Governor, on the basis of your observation both in public 
and private life of the operations of Arkansas Power & Light Co. in 
the State of Arkansas, can you tell us whether, in your opinion, the 
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Arkansas Power & Light Co. is really an Arkansas corporation in the 
sense that it is owned by Arkansans 

Mr. McMaru. The Arkansas Power & Light Co. is not owned by 
Arkansas people. Of course, they ‘ave spent hundreds of thousands 
of dollars to convince the people of Arkansas that it is a domestic 
corporation, owned and operated by citizens of the State. Of course, 
that is a false i impression. 

Mr. Davis. Do you mean by advertising ¢ 

Mr. McGratu. Advertising, newspaper and radio. 

Mr. Davis. Does the Arkansas Power & Light 

Mr. McMarn. And by sponsoring speakers, excuse me. 

Mr. Davis. Does the Arkansas Power & Light Co. have an adver- 
tising motto or slogan that recurs in its ads frequently ? 

Mr. McMaru. Yes; they have a motto which appears on all their 
neon signs and ads, and that motto is “Building Arkansas.” 

As I stated a while ago, they are interested in building Arkansas 
to the extent that they build the Arkansas Power & Light Co. and 
the Mid-South Utilities. In other words, they have the old philosophy, 
“What is good for Mid-South and A. P. & L. is good for Arkansas.” 

Mr. Davis. Is the Arkansas Power & Light Co. run by Arkansans 
in the sense that they formulate its policies and control is—— 

Mr. McMaru. They have a board of directors on the Arkansas 
Power & Light Co., I believe, of 12 citizens. All of them are out- 
standing citizens. They have been successful in their various en- 
deavors and they represent various sections of the State and wield 
influence in their communities. But the board of directors does not 
formulate the policy of the Arkansas Power & Light Co. Their 
policy is formulated by the Mid-South Utilities, the parent organ- 
ization, and they are told what to do. 

If I might illustrate that: I mentioned about the rate increase which 
they have just initiated. It is interesting to note that that rate 
increase went into effect on the eve of a gubernatorial election. The 

Arkansas Power & Light Co. was very much interested in the reelec- 
tion of the incumbent Governor. The local people of the Arkansas 
Power & Light Co., the board of directors, knew that a tremendous 
rate increase just before the election would defeat their candidate, or, 
at least, contribute toward his defeat. He would have to bear the 
burden of that rate increase, since it is his commission that grants 
it. Nevertheless, they granted that rate increase on the eve of elec- 
tion. That was dictated from Mid-South Utilities. That was not 
an independent decision on the part of the board of directors of 
Arkansas Power & Light Co. In that instance their candidate was 
sacrificed. But there seemed to be some sense of urgency to get that 
rate increase through just as there appears to be some sense of urgency 
that they get this contract with Dixon- Yates consummated. 

There is a degree of urgency about the whole transaction which 
arouses my curiosity. 

Chairman Lancer. That came from New York, did it? 

Mr. McMarn. I say it did. The individuals down there stated 
that they would not have made that rate increase at that particular 
time, that they thought it was unfortunate. The natural conclusion 
would be that it came from above. If I am not mistaken, some of 
them made the flat statement that they were compelled to ask for that 
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rate increase because their stockholders demanded it, the stockholders 
being the common-stock holder, Mid-South Utilities. 

Mr. Davis. Governor, do you think it is a healthy or unhealthy 
development for Arkansas for Arkansas Power & Light to be thus 
dominated by its holding company ¢ 

Mr. McMarn. I don’t think it is healthy. I believe the decisions 
pertaining to the policies of the Arkansas Power & Light Co. should 
be made by the people who are on the ground, who understand the 
problems of Arkansas, and not by a group of individuals in Wall 
Street, who say, “Well, we will initiate such and such a policy.” 
They say, “Well, let us increase the rates in Arkansas.” They are 
not for sure whether that is a sound policy or not. The people on 
the ground are in a better position to judge. I think it is very un- 
healthy for the parent organization to dominate its subsidiary to the 
extent that the Mid-South Utilities dominates the Arkansas Power & 
Light Co. They are, in effect, a little government in themselves. 
They can sit in Wall Street and levy a tax on the people of Arkansas. 
They levy exorbitant electric rates, and that, in effect, is a tax. 

I would like to point out that is a tax on our people without repre- 
sentation and it is not healthy. It is bad for the economy of our 
State. It is not only a burden on the individual consumer who pays 
an excessive rate, but it blocks the industrialization of our State. It 
interferes with the development of our great industrial resources 
because an industry coming into Arkansas is not going to come in 
there and pay 100 or 200 percent more for electricity than they would 
have to pay in some surrounding area. So, by having these exorbitant 
rates, the individual rate-payer suffers, but the State, as a whole, suffers 
because its development is retarded, 

Do I make myself clear on that? 

Chairman Lanorr. Very clear, indeed, Governor. 

Mr. Davis. Yes, Governor, you testified that the only two major 
dams in Arkansas, Bull Shoals and Norfork Dam, were constructed 
both over the violent opposition of the Arkansas Power & Light Co. 
Can you tell us why Arkansas Power & Light opposed these dams 
when they were originally proposed ? 

Mr. McMarn. They opposed the construction of these dams orig- 
inally in order to keep down competition. They made the statement 
before your congressional committee that that additional power was 
not needed, that we had an abundant supply of power in Arkansas and 
we did not need the additional power to be supplied by Bull Shoals 
and Norfork Dam. 

They have reversed their policies since those dams are built. They 
are now for building those projects on condition they can get the 
power. 

Mr. Davis. Was the statement that Arkansas did not need the addi- 
tional power that would be represented by the construction of these 
dams true ¢ 

Mr. McMarn. No, it was not true. Events proved that it was not 
true. I mentioned about the aluminum expansion in Arkansas and 
the increased allocation to Reynolds Metals. They had to have addi- 
tional power for the plant. There was only one place they could get 
that power and that was from Bull Shoals. The dam project. that 
the utilities opposed on the ground that we did not need the power; 
that is. The irony is that the power companies are getting the power 
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from Bull Shoals, transmitting it to Reynolds Metals’ plant, and 
making a tremendous profit on it. 

By the way, that dam originally was intended to furnish power for 
preferred customers, the municipalities and the REA people. 

I have a statemert here, made by Frank Wilkes, before the subeom- 
mittee of the Committee on Appropriations in the House in 1946. 
Frank Wilkes is president of the Southwestern Gas & Electric Co. 
He was accompanied by Cecil Lynch, executive vice president of the 
Arkansas Power & Light Co. 

Mr. Davis. Does Frank Wilkes have any connection with Arkansas 
Power & Light Co. ? 

Mr. McMarn. Not now. He originally was vice president of 
Arkansas Power & Light Co. 

Mr. Davis. Was he president at the time he made that statement ¢ 

Mr. McMaru. No. At the time he made this statement, he was 
president of the Southwestern Gas & Electric Co. 

Mr. Davis. When he made the statement, you say he was accom- 
panied by an official of the Arkansas Power & Light Go. ? 

Mr. McMarn. Cecil 8S. Lynch, vice president of the A. P. & L. 

Mr. Davis. What is the statement ? 

Mr. McMarn. He said— 

Now, there is absolutely no market for the power down there. Peaking power is 
absolutely unknown. There is more peaking power down there now than they 
can possibly use. 

They opposed the building of the dam, and then when it was built, 
they got the power from it. 

Mr. Davis. Can you tell us in any detail or give us any specific 
examples of how A. P. & L. manifested its opposition to these dams ¢ 

Mr. McMarn. To the dams? 

Mr. Davis. Yes. 

Mr. McMarn. They had speakers go over the State of Arkansas 
and other areas, saying that the construction of projects like this 
would put the power interests out of business, that it was socialistic, 
it would destroy our free-enterprise system. 

[ know they brought influence to bear on the Congressmen and 
Senators, and the usual channels, that they use to oppose a project. 

They even took models and took them on a conducted tour—models 
of the dam—over the State showing that it was infeasible or impos- 
sible or impractical to build a multipurpose dam. 

Mr. Davis. Models, you say? 

Mr. McMarn. Yes, models. 

Mr. Davis. Did the models demonstrate that it was impractical to 
build a multipurpose dam ? 

Mr. McMarn. The way they presented it it did. 

Mr. Davis. Was a multipurpose dam built? 

Mr. McMarn. Yes, it was. 

Mr. Davis. It turned out very feasible? 

Mr. McMarn. Very feasible and very profitable to the power 
company. 

Mr. Davis. Is it fair to say that the models shown around by the 
power company were inaccurate models? 

Mr. McMarn. Their interpretation or their representation was 
inaccurate, as further events proved. 
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Mr. Davis. Now, Governor, you have told us about the attempts 
by the private-power interests, and I am using your language, to use 
all their might and influence to block a loan for the construction of a 
steam-generating plant at Ozark. 

Mr. McMarn. That is right. 

Mr. Davis. That was an REA cooperative, was it not? 

Mr. McMatn. Yes. 

Mr. Davis. Can you tell us in any greater detail how they tried to 
block the loan ? 

Mr. McMaru. The president of the company came to me on a 
number of occasions opposing my intercession on behalf of the REA. 
Members of the board of directors came to see me. I know they made 
contacts here in Washington with Congressmen and Senators asking 
that they intercede to prevent the granting of the loan. Of course. 
when the loan was granted, they took other steps to prevent the ratifi- 
cation of the permit by the public service commission or the granting 
of the permit by the public service commission. But, as far as the 
loan is concerned, on the granting of the loan, they came to me 
repeatedly asking me not to intercede on behalf of the REA to get 
the loan, both the president of the company and members of the board 
of directors. 

Mr. Davis. The president is C. Hamilton Moses? 

Mr. McMarn. That is right. 

Mr. Davis. How many times did the president come to see you? 

Mr. McMaru. I don’t remember. A number of times. 

Mr. Davis. Can you give us an estimate? 

Mr. McMaru. Oh, half a dozen. 

Mr. Davis. To discuss the matter with you? 

Mr. McMarn. That is right. 

Mr. Davis. As I understand it, sir, you refused to respond to these 
pressures. 

Mr. McMarn. That is right. It was inconsistent, because I had 
gone with him and helped him to get money to build the steam-gener- 
ating plant in Forrest City. My public service commission had granted 
the permit for building his steam-generating plant without any hesi- 
tancy at all. We helped the power company. We were not opposed 
tothem. We wanted them to flourish and develop and make a reason- 
able profit. We were not going to side with them to the extent that 
we wanted to block the development of the REA program. We needed 
that power. 

Mr. Davis. You testified, did you not, that the Arkansas Power & 
Light Co. is extremely powerful politically in Arkansas? 

Mr. McMarn. That is correct. 

Mr. Davis. Is it correct to say that they were bringing political 
pressure on you to try to block this loan? 

Mr. McMarn. They did. 

Mr. Davis. And you refused to respond to that pressure; is that 
correct ? 

Mr. McMarn. That is right. 

Mr. Davis. How does Arkansas. Power & Light make itself felt 
politically in the State? Can you describe that to us? 

Mr. McMaru. Yes. They make their influence felt in the legisla- 
tures by having a number of the influential members of the legislature 
retained or by giving them some other financial inducement. For 
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example, I mentioned Senator Ellis Fagan, who is one of the most 
competent and capable men in the State senate, and he is in the elec- 
trical business. He gets all the contracts for electrical construction 
that the A. P. & L. has. He gets those without competitive bid. He 
also sells them electrical supplies on a negotiated basis. Naturally, he 
has an interest in representing the power company. 

There are others in that category. So they use their influence in the 
senate to block legislation that might not be desired or desirable by 
the power interests. That is one way. 

They have a number of lawyers retained over the State for political 
action purposes. 

Mr. Davis. Do you know how many ? 

Mr. McMaru. I don’t have any idea. They have quite a few. I 
do not know for sure. There is a record on some of them in the public 
service commission files. Of course, they have large amounts of 
money to spend for advertising purposes. They buy advertising in 
the newspapers and over the radio and they have a certain line they 
want to sell as far as their philosophy is concerned. 

In addition to that, they buy these ads and, unfortunately, influ- 
ence the news and editorial policies of some of the newspapers be- 
cause of the liberal advertising program they have with those particu- 
lar papers. 

In addition to that, the employees of the Arkansas Power & Light 
Co., certainly in the executive branch, are capable people. They are 
stationed in various clubs and organizations over the State. They 
build up a following of their own. "They wield a great deal of politic: al 
influence. They have a propaganda organization that is very efficient. 
They can get rumors and propaganda out over the State in 24 hours. 

Mr. Davis. Have you observed this in action yourself ? 

Mr. McMarn. Yes, I sure have. 

Mr. Davis. You know this of your own knowledge? 

Mr. McMaru. Yes, I know this of my own knowledge. I cer- 
tainly do. 

Mr. Davis. The Arkansas Power & Light Co. is one of the largest 
companies in the State, is it not, sir? 

Mr. McMaru. That is right. Of course, they have tremendous in- 
terest in taking part in politics because the public service commission 
in Arkansas regulates the power industry or the utilities. By taking 
part in a gubernatorial race they are in a position to name the public 
service commissions or at least have a voice in naming the public serv- 
ice commissioners. If they are successful in that, then they are, in 
effect, regulating themselves. That is the principle they have in the 
governor's race. 

Chairman Laneer. Are the terms of these men staggered ? 

Mr. McMarn. They are staggered, yes. They are overlapping 
terms. But the custom in our State is that there is a turnover in the 
public service commissions with each new incoming administration. 

That is unfortunate, but that is the way it is. 

Mr. Davis. Governor, is the Arkansas Power & Light Co., one of the 
largest companies in the State ? 

Mr. McMarn. Yes. 

Mr. Davis. Is it the largest ? 

Mr. McMarn. I believe it is the largest company in Arkansas. 

Mr. Davis. Does it spend much money for purchases in Arkansas? 
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Mr. McMarn. Yes, it does a lot. That is one way it builds up its 
influence. It buys everything from automobiles to bolts and nuts in 
Arkansas. They do business with individuals. Of course, if those 
individuals incur their ill will they do not do business with them and 
they incur their ill will if they are not politically right. 

Mr. Davis. Governor, would you care to venture an opinion as to 
whether or not it was politically feasible or whether it was hazardous 
eS any man in public life to stand up to Arkansas Power & Light 

r to oppose it openly ‘ 

ie: McMarn. | am a living example of that. 

It is politically hazardous to oppose the Power & Light Co. and 
the nae monopoly in Arkansas. It is not only hazardous to oppose 
them, but you incur their all-out opposition and they are ruthless and 
powerful. They do not hesitate to wield that power to accomplish 
their purpose. 

Mr. Davis. Has the company sought to identify its interests pub- 
licly with the private enterprise system ‘ 

Mr. McMaru. Yes. They have waged consistently over the years 
il ee of newspaper advertising, | radio programs, public speak- 

s, to endeavor to have the individual businessmen, particularly the 
sieanii trenton men, identify their welfare with the welfare of the 
Arkansas Power & Light Co. They try to convince them and to a 
degree over a period of years have convinced them. I think they are 
becoming disillusioned perhaps right now. They did convince them 
that any infringement upon the power and light company—I say 
“infringement,” any restriction, on their monopoly—was in effect 
a restriction upon the free-enterprise system. 

Mr. Davis. Does Arkansas Power & Light represent the free-enter- 
prise system to you, sir? 

Mr. McMarn. They do not represent the free-enterprise system to 
me because the Arkansas Power & Light Co. and the Middle South 
Utilities—this whole power-monopoly “setup—does not believe in my 
concept of free enterprise because they are opposed to competition. 
To me, the basis of the free-enterprise system is competition. The 
Dixon- Yates deal, as I understand, there was not competitive bidding; 
the contract was tailormade for Dixon-Yates; nobody had an oppor- 
tunity to participate. That is not free enterprise. That is monopoly, 
unrestricted and unregulated, and it is not healthy. 

Free enterprise, to my mind, involves some degree of risk. If a 
person invests some capital, usually there is some risk involved. But 
they do not want any risk. They want complete assurance that they 
are going to get a large return on their investment. 

understand in this Dixon- Yates proposition the provisions in the 
contract are such that there is no risk at all on the part of Dixon-Yates 
They are absolutely guaranteed a profit regardless of whether any 
power is produced at all. Whereas, normally, your capital investor 
assumes a risk in a free-enterprise system, in this case the Govern- 
ment assumes the risk. When the Government assumes the risk that 
is not the free-enterprise system. That is my concept of it. I may be 
W rong. 

Mr. Davis. Do you feel there is any relationship between the pro- 
posed Dixon-Yates contract and the proposed rate increase of Arkan- 
sas Power & Light? 
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Mr. McMarun. I think very definitely there is a relationship be- 
tween the Dixon-Yates plant and this urgent demand for a rate 
increase in Arkansas. As a matter of fact, I say demand for rate 
increase, the rate increase has already gone into effect because we 
have a law that the public utility can get an increase in rates merely 
by posting a bond. The hearing on whether or not the rate is justified 
comes afterward, and goes on forever. But there was an urgency 
e bout this rate increase which to my mind ties it up with the Dixon- 
Yates contract. 

I think possibly you will find when you get a copy of the contract— 
Do you have a copy of the contract? 

Mr. Davis. No, sir; I don’t. 

Mr. McMarn. Do you have a copy, Senator ? 

The Cuatmman. I might say we have asked for it repeatedly and 
have not been able to secure a copy. But if you want one, you can 
get it from the Wall Street Journal. 

Mr. McMaru. Has it been published in the Wall Street Journal 

The CuatrmMan. No; but the Wall Street Journal made many refer- 
ences to it and talked about the contracts. Maybe they have seen it. 
I think some of the reporters had seen it because some time ago the 
President issued an order that everything was aboveboard and all 
the reporters had to do was to go to the Atomic Energy Commission 
and other places and look over the documents. I think maybe some 
of these reporters have seen it. But the committee is trying to get 
hold of it and we have been rebuffed at every turn. 

Mr. McMarn. I think the relationship to the rate increase in 
Arkansas may possibly be this: One, there may be a provision in the 
contract that Dixon- Yates obtain for their power the prevailing rate 
in that area. If that is true, naturally it is to their interest to have 
a high prevailing rate and they certainly have it now. 

Mr. Davis. In Arkansas, you mean / 

Mr. McMarn. In Arkansas. 

Mr. Davis. Because of this new rate increase ? 

Mr. McMarn. Yes; because of the new rate increase. They are 
getting a 13-percent return on their investment now. Another con- 
sideration is this: I believe this steam generating plant at West 
Memphis is going to be 700,000 kilowatts. 

Mr. Davis. 600,000 kilowatts. 

Mr. McMaru. Maybe they will sell the Government 400,000 kilo- 
watts. They have 200,000 kilowatts surplus power. What are they 
going to do with it? They will channel into the Mississippi Power 
and Arkansas Power & Light Co. to be sold to those customers. They 
want to sell that to them at a high rate. They have it going both 
ways. The people of Arkansas are stuck twice: First as a taxpayer 
they have to contribute to this share of this $140 million which is being 
handed to Dixon- Yates and then in addition to that they have to pay 
an exorbitant rate for the power produced by this plant built with 
taxpayers’ money. 

Mr. Davis. Governor, to turn back now to the attempts that were 
made to influence your judgment on the loan to establish an Ozark 
REA co-op. 

Mr. McMarn. Yes, sir. 

Mr. Davis. You testified, did you not, sir, that Mr. Moses came to 
see you on several occasions and you said, I believe, that he used all 
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of his great charm and magnetism to try to induce you to stop the 
project. Is that right, sir? 

Mr. McMarn. That is right. 

Mr. Davis. Apparently his great charm and magnetism did not 
suffice. 

Mr. McMarn. That is right. 

Mr. Davis. You also testified, sir, that you were advised that if 
you opposed the Ozark plant you would receive the support of Arkansas 
Power & Light Co. for a third term and you would receive financial 
backing and would be assured of victory. 

Mr. McMarnu. That is right. To support it before the Public 
Service Commission and intercede with the Public Service Commission 
and get them to deny the permit. 

Mr. Davis. Can you tell us who advised you? 

Mr. MeMarnu. Y ou mean the name of ‘the individual ? 

Mr. Davis. Yes, si 

Mr. McMarn. On ‘this statement I have gone in as much detail as 
I thought I should to show a mode of operation or a mode of action. 
I haven’t named individuals by name except where it is impossible—— 

The CuatrMan. Governor, you don’t have to do that for this com- 
mittee at this time. 

Mr. McMarn. All right, sir. The reason I have not done it is 
because I didn’t want to get into personalities and did not want to 
cause undue embarrassment to any individual citizens where it was 
not absolutely necessary. 

If the committee would like to have a more detailed statement from 
me regarding any phase of my testimony, I will be glad to give it to 
you in executive session. Is that all right, sir? 

The Cuatrman. That is very satisfactory. 

Mr. Davis. I have just one final question on that, sir: Did you 
regard this as an offer of a financial consideration to influence your 
official judgment and actions as Governor ? 

Mr. McMarn. I think that is evident. If I would intercede with 
the Public Service Commission and have this permit turned down 
[ would receive their support in the next election politically and 
financially. That was certainly a financial consideration or some 
consideration to influence my official attitude. 

Mr. Davis. Will you tell us this, sir: Was the offer made to you 
by someone clothed with full authority to make it on behalf of the 
power company ¢ 

Mr. McMarn. It was someone who had responsibility for the power 
company in the past. 

Mr. Davis. Was there any doubt in your mind that whoever spoke 
to you had the authority to speak to you on behalf of the power 
company ¢ 

Mr. McMarn. None whatsoever. 

Mr. Davis. Do you regard that asa fairly typical incident ? 

Mr. McMarn. ‘I think that the power companies when they have 
an interest at stake will use just about any course of action that is 
necessary to accomplish their purpose. I think that has been estab- 
lished in Arkansas. Their pattern of operation, the mode of operation 
in my State, I understand from my conversation with other governors, 
is typical in other areas where they have interests involved. The 
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Senator here, I think, had similar experiences in North Dakota when 
he was Governor. 

Mr. Davis. Governor, you testified that in the 30 years since the 
days of Sam Insul and Howard Hobson the power monopoly has 
learned nothing and in Arkansas at least it operates the old way.” Can 
you tell us whether in your opinion based upon your experience as 
Governor in the State of Arkansas the Public Utility Holding Com- 
pany Act of 1935 is accomplishing the purpose for which it was 
passed ¢ 

Mr. McMaru. The Public Utility Holding Company Act is not ac- 
complishing its purpose. The subsidiary organization, in this instance 
the Arkansas Power & Light Co., is not independent of the Mid- 
South Utilities Corp., the parent concern. It is directly dependent 
upon it. It gets its instructions from the parent organization. That 
to my mind is a violation of at least the purpose of the holding act. 

I think that holding act should be revised, if it needs strengthening, 
and certainly should be enforced if it does not need strengthening. It 
is not being enforced now. It is making possible the growth of 
monopolies that are injurious to the economic development of my 
State and I think to the country. 

Mr. Davis. Governor, you testified that after you resisted political 
pressures brought to bear upon you by Arkansas Power & Light with 
regard to stopping the building of the Ozark REA Cooperative, that 
threats were made of political reprisal ; is that correct? 

Mr. McMarnu. That is correct. 

Mr. Davis. And you testified that subsequently Senator Ellis Fagan 
delivered a radio speech attacking your whole administration. Is 
that correct ¢ 

Mr. McMarn. That is right. 

Mr. Davis. You testified that Senator Ellis Fagan was probably 
the most influential single member of the Arkansas Legislature and 
that he was the leader of the utility forces. 

Mr. McMarnu. That is correct, 

Mr. Davis. How do you know he was the leader of the utility forces 

Mr. McMarn. He sponsors all their legislation. He prides him- 
self on being the Spokesman for the utilities in the State senate. He is 
no shr inking violet. If you call him up before this committee he will 
probably tell you the same thing. He has made that statement for 
publication. He has built a good business by doing it. 

Mr. Davis. Does Mr. Fagan have any direct connection with 
Arkansas Power & Light? 

Mr, McMarnu. Not that I know of. 

Mr. Davis. Does he have any business connections with them ? 

Mr. McMarnu. His business connection is that he sells them elec- 
trical supplies and he also does electrical construction work for them. 

As far as I know, that is the extent of his business connection. 

Mr. Davis. You testified, sir 

Mr. McMaru. But that connection has been very lucrative to him. 

Mr. Davis. All right. You testified, sir, that shortly after the at- 
tack upon you by Senator Fagan a number of spite bills were intro- 
duced in the legislature to harrass your administration. Is that 
correct ¢ 

Mr. McMarn. That is right. 
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Mr. Davis. Can you specify in any detail the kind of spite bills 
that you were referring to? 

Mr. McMarn. I think I can recall a few examples. For instance, 
the appropriation for the attorney for the public service commission 
was killed. I didn’t have any money during my last 2 years for an 
attorney to represent the public service commission. 

The Cuarrman. Doesn’t that sound familiar 

Mr. Davis. Senator, it strikes home to me. 

Mr. McMartu. My appropriation for any civil-defense program 
was killed. My — ition of $100,000 for my Governor's emer- 
gency fund which the Governor has for his disposal for any emergency 
that comes up in the State was taken away from me. The funds for 
operating the governor’s office and the mansion were reduced. That is 
the pattern. 

Mr. Davis. And there were other similar bills; is that correct ? 

Mr. McMartn. Yes. 

Mr. Davis. What public purpose was served that would benefit the 
citizens of Arkansas by denying you an appropriation for an attorney 
for the public service commission 

Mr. McMarn. It was to the interest of the power company because 
they would have no lawyer up there to prosecute the cases against 
them. They also cut down our appropriations for auditors and 
engineers and with the appropriation allowed we could not get audi- 
tors and engineers sufficiently competent to investigate them. 

Mr. Davis. Did this result in crippling the activity of the public 
service commission ¢ 

Mr. McMarn. It made it ineffective as far controlling the power 
monopoly in Arkansas is concerned. 

Mr. Davis. And you regard that as spiteful, sir? 

Mr. McMarn. I think it is not only spiteful to me, it was injurious 
to the State of Arkansas. 

Mr. Davis. About this highway audit bill, Governor, which you 
discussed at some length w ith us, you testified that the bill was rather 
unusual in that the bill itself named different members of the com- 
mission who were to undertake the audit of the highway department. 

Mr. McMarn. That is right. 

Mr. Davis. Do you know of any other bill passed by the Legisla- 
ture of Arkansas setting up a commission of this kind and naming 
the members ? 

Mr. McMarn. Never in the history of the State. 

Mr. Davis. What is the customary procedure ¢ 

Mr. McMartnu. They pass legislation to say there will be so many 
members appointed by the Senate and so mi: ny members appointed 
by the Governor. They don’t attempt to name the individual that 
will serve on that committee in the legislation itself. 

Mr. Davis. Governor, is it your testimony that this was an attempt 
at reprisal against you for your refusal to accede to the company’s 
demand that you help to block the REA co-op at Ozark? 

Mr. McMarn. It was not only an attempted reprisal, it was a 
reprisal and a very effective political reprisal because of my stand 
on the REA generating plant. As I pointed out there, they took it 
through the highway audit commission and through a campaign and 
ran it through about five grand juries. It was a very effective reprisal 
instrument. 
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Mr. Davis. With regard to the other spite bills about which you 
just. testified cutting down appropriations for various necessary pub- 
lic offices, how long were those bills in effect and were the appropria- 
tions for ‘those offices ever reinstated # 

Mr. McMarn. They were reinstated when the new governor went 
in and increased, except for the attorneys. Yes; it was too. It was 
reinstated and increased. 

Mr. Davis. Governor, you stated that the highway audit commis- 
sion remained dormant for about a year, but early in 1952 it sched- 
uled a series of public hearings. 

Mr. McMarn. That is correct. 

Mr. Davis. Does that date have any special significance ¢ 

Mr. McMarn, 1951 or 1952. 

Mr. Davis. They remained dormant for a year? 

Mr. McMarn. They waited until we got in a campaign. They 
started this during the campaign. That is the customary procedure. 

Mr. Davis. I understand a number of grand juries were empan- 
eled to inquire into possible violations of the law uncovered by the 
highway audit commission. Is that correct? 

Mr. McMaru. That is correct. They had one grand jury convened 
which they called the blue-ribbon grand jury, to consider the findings 
of the highway audit commission. They returned no true bills. They 
were not satisfied with that. The members of the board of directors 
on this grand jury were able to get it carried over to another grand 
jury and another, and about 4 grand juries went into it before it 
tinally returned 2 indictments against employees and 1 indictment was 

dismissed by the presiding judge that the charge did not constitute 
a violation of the law and the other employee was tried and he was 
acquitted by a jury. They were out 4 minutes from the time they left 

the stand. 

Mr. Davis. Is it correct, sir, to state in summary that these 4 grand 
juries—did you say there were 4% 

Mr. McMaru. I believe it was four. I lose count. I know it was 
more than three. 

Mr. Davis. As a result of the sessions of these four grand juries 
not a single State official was convicted of a crime? 

Mr. McMarn. Not a single highway employee was convicted ; that 
isright. They did not find : any violations. 

Mr. Davis. Were any State officials involved ? 

Mr. McMarnu. No State officials. 

Mr. Davis. Do you know how much the grand juries cost the 
commission ¢ 

Mr. McMaru. The audit commission cost $125,000 that the State 
spent. Then I understand there were some private contributions. I 
don’t know how much the grand juries cost. 

Mr, Davis. What do you mean by private contributions ¢ 

Mr. McMarn. Individual contributions by people who were inter- 
ested in seeing that the highway audit commission did a thorough 
job, just as they gave money to this prosecutor in order to get him to 
take an interest in getting indictments ? 

Mr. Davis. That is, the special prosecutor to whom you refer in 
your testimony ? 

Mr. McMarn. That is right. 

Mr. Davis. Is it usual, sir, to hire a special prosecutor ¢ 
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Mr. McMarn. It is not unusual for the jury to ask the court to 
appoint a special prosecutor in a case. It is highly unusual and 
irregular and illegal for that special prosecutor to receive financial 
remuneration not only from the State but from private citizens who 
have an ax to grind regarding the matter that is being investigated. 
Individual citizens cannot just go out and hire a prosecutor to take 
action in a criminal case in which they happen to have an interest. 
That was highly irregular. 

Mr, Davis. You testified, sir, did you not, that this slush fund, as 
you termed it, that was raised, was raised to pay the prosecutor and 
was raised from private sources and paid in secret ? 

Mr. McMaru. That is right; paid in secret. 

Mr. Davis. How do you ‘know, sir? 

Mr. McMarn. Because it took about 3 months for them to get it 
out in the open. There were rumors about it. 

Mr. Davis. How was it uncovered ¢ 

Mr. McMaru. The grand jury uncovered it and made the list 
public. There were two individuals there, $500 contributors each, 
who were connected with the power company. One was a member of 
the board of directors. 

Mr. Davis. To whom was this fund paid? 

Mr. McMaru. Mr. Spitzburg, the special prosecutor. 

Mr. Davis. Do you think that a special prosecutor thus paid could 
be disinterested in the performance of his duty ? 

Mr. McMaru. It would be impossible for him to be disinterested. 
He would be serving his clients who paid him the special fee and not 
the State, who he was supposed to represent. 

Mr. Davis. Is it correct, sir, to say that he was being paid a special 
fee to get indictments of people in your administration ? 

Mr. McMarn. I don’t think there was any question about it. 

Mr. Davis. No question about that in your mind? 

Mr. McMarn. That is right. 

Mr. Davis. And you think that is what his client wanted him to do? 

Mr. McMarn. That is right. 

Mr. Davis. And that is why he was paid this money ? 

Mr. McMarn. That is right. As a matter of fact, the individual 
raising the money so stated to a number of people that he talked to to 
get the money. If we pay this prosecutor to go into this case, we can 


get some indictments, and if we can get some indictments, we can 
eliminate that. 


Mr. Davis. What was his name? 

Mr. McMartu. Spitzburg. 

Mr. Davis. Was any misconduct or malfeasance in office on the 
part of any — official uncovered ? 

Mr. McMarn. No public official, no highway employee. 


Mr. Davis. Anyone who was not a highw: ay official or employee ? 
Mr. McMaru. A contractor. 


Mr. Davis. An official of the State? 

Mr. McMarn. No, a private contractor. 

Mr. Davis. Was he involved with someone with the State? 

Mr. McMaru. No; involved with another contractor. 

Mr. Davis. You testified that when you ran for reelection Moses 
spent days on end on the telephone calling his hundreds of friends 
in the State of Arkansas, telling them that “my defeat was imperative 
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and the interest of the company required it.” How do you know that ? 

Mr. McMaru. I know that because I ran into it all over the State 
as | am campaigning. Individuals would tell me that Moses called 
them or a friend and they would relate the instructions Mr. Moses had 
given them. 
~ Mr. Davis. And you testified, sir, did you not, that as a result of the 
activities in that campaign you were driven out of office ? 

Mr. McMaru. I wasn’t driven out of office. I was defeated. It is 
the same thing. 

The CaarrmMan. Don’t let that worry you. 

Mr. McMartu. No. 

The Cuamman,. The same thing happened to me but the people put 
me back in a hurry and they will likely put you back, too, 

Mr. McMara. Thank you, Senator. 

Mr. Davis. In regard to the Spartan Aircraft story- 

Mr. McMaru. I would like to ay here that I am not here because 
of any political motive. I don’t have any political plans or political 
ambitions. I have satisfied that for the time being. 

The Cuarrman. You don’t have to announce that, because I did 
not have any, either. 

Mr. Davis. With regard to your testimony, sir, as to the incident of 
the Bull Shoals Dam and Spartan Aircraft, why was Arkansas Power 
& Light in your opinion so interested in blocking off the building of 
that plant? 

Mr. McMaru. Which plant was that? Iam sorry. 

Mr. Davis. You testified, did you not, sir, that Spartan wanted to 
build an aluminum plant ? 

Mr. McMarn. Yes. They didn’t want a steam-generating plant 
built in Arkansas that they didn’t control. They « ‘didn't want that 
competition. The second reason was that if they could get that 
allocation for Reynolds Metals then the only power available for Reyn- 
olds Metals was being produced by Bull Shoals Dam which they 
opposed and by getting that allocation they were able to get the 
power from Bull Shoals which they did and which is netting them 
a profit in excess of a million dollars a year. 

Mr. Davis. Is it correct. to say, sir, therefore, that this led to a 
lessening of possible or blocking off of possible competition to Arkan- 
sas Power & Light? 

Mr. McMarn. Yes. The Spartan Aircraft Co. was going to gen- 
erate its own power for their own consumption. 

Mr. Davis. And build its own plant ? 

Mr. McMarn. Yes. Of course the power from the Bull Shoals 
was originally intended to go to preferred customers, the REA’s and 
municipalities. When they blocked that off, that means there is still 

a greater market there for the private power companies. 

Mr. Davis. You have stated, sir, did you not, that wherever pos- 
sible Arkansas Power & Light has also attempted to stifle competi- 
tion by taking over wherever possible powerplants owned by mu- 
nicipalities; is that correct ? 

Mr. McMaru. That is correct. I brought out here in a letter from 
one of the commissioners of Benton, the power and light commis- 
sioners, that a representative of the power company had come to them 
and told them that if they would sell or lease their municipally owned 
plant to the power company, the power company would get the new 
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aluminum plant in Benton. That is contained in that letter which is 
introduced in evidence. Of course, in Forest City they were able to 
accomplish that. They told the people in Forest City, “You sell us 
your municipal plant and we will build a steam generating plant 
here,” which they did. They got the municipal plant and “built a 
steam generating plant in that area. I think the people in Forest 
City are sorry for it because the municipalities that own their own 
power make enough money out of it and have reasonable rates. that 
they don’t have to lev y another tax for any other purpose. Hope, Ark., 
from the municipal plants, are able to finance the whole city operation 
and loan money to the schools and still get adequate power service. 

Mr. Davis. Governor, you testified, did you not, that Arkansas 
Power & Light was not interested in free enterprise as such? 

Mr. McMarn. I say that the Arkansas Power & Light Co. and the 
Mid-South Utilities and the power monopoly preach free enterprise 
all the time. They spend hundreds of thousands of dollars to tell the 
people that any regulation of their company is an infringement on 
our free-enterprise system and that the building of these REA proj- 
ects is socialistic. 

I say that they are not really advocates of the free-enterprise system 
because what they want is complete monopoly which denies the exist- 
ence of competition. Competition is the basis of a tremendous enter- 
prise system. We won’t reasonable rates for our people unless there 
is some form of competition. The electrical business of necessity is 
« monopoly. You can’t have a number of electrical companies sup- 
plying electricity to one area. You have to give it to one company. 
It is a monopoly and it must be regulated. It is a public business. 
That regulation does not constitute a violation of the free-enterprise 

system but the power people don’t see it that way. 

Mr. Davis. Governor, the monopoly position of Arkansas Power & 
Light is derived from the State and therefore the people of Arkansas; 
is it not? 

Mr. McMartn. That is right. 

Mr. Davis. And the return for getting this monopoly position and 
being freed from the burdens of competition, the company has to sub- 
mit to regulation as a condition of doing business in the State; is 
that correct ? 

Mr. McMarn. That is correct. 

Mr. Davis. Governor, will you tell us on the basis of your expe- 
rience as the Governor of Arkansas whether it is possible to ade- 
quately regulate in the public interest the activities of Arkansas Power 
& Light Co. ? 

Mr. McMarn. We could regulate the Arkansas Power Co. if the 
Arkansas Power & Light Co. was independent of the parent organiza- 
tion, if it was truly a ‘local concern. But when the decisions for the 
Arkansas Power & Light Co. are made by the parent organization, 
the Mid-South Utilities, and made here in Wall Street, it is very diffi- 
cult for Arkansas to control that company or to regulate it. 

The Federal Government has to do it. If we don’t regulate them 
before long they might become so powerful that even the Federal 
Government can’t regulate them. 

Mr. Davis. Governor, is it wise in your opinion as a former governor 
of a State to allow operating companies in the utility field to continue 
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to exist under the guise of being intiopendent when they lack real 
independence or if they lack real independence ¢ 

Mr. McMaru. I don’t think so. I think it should be made clear 
that they are either independent or dependent. If they are dependent 
I think it is unhealthy. 

Mr. Davis. Governor, can you tell the committee what your views 
are on what the effect of finalizing the Dixon- Yates contract might be 
on the people of your State ¢ 

Mr. McMaru. Of course, as taxpayers it is going to affect the 
people of Arkansas as it will all the citizens of the country. If Dixon- 
Yates are to make a profit—I have heard it from 90 million to 40 mil- 
lion, whatever it is—of a considerable amount of money, and there 
were not competitive bids on the contract, so we don’t know whether 
that is the best contract that the Government could get or not, I think 
the Dixon- Yates contract will affect people of Arkansas in two ways, 
as I pointed out previously: One, if they charge the Government a 
prevailing rate for the power, then the people or Arkansas are going 
to have to pay this high rate which they have instituted in order to 
get a high prevailing rate in that area. Another reason is that if 
Dixon- Yates sell surplus power to the power company in Arkansas 
and in Mississippi, then the people are going to have to pay for that 
power twice. They have to pay for it as a taxpayer to build the steam- 
venerating plant and then they have to pay for it as rate payers. 

Mr. Davis. Governor, you just said a moment ago that as governor 
you found it very diffic sult, to regulate Arkansas Power & Light Co. 
when it was controlled or while it is being controlled by Middle South. 
Won’t it be even more difficult to regulate it when Middle South and 
the Southern Co. join together in this new company to build this 
plant? 

Mr. McMarn. It will be impossible for the State of Arkansas to 
regulate it. Arkansas can’t regulate the Middle South or Dixon- 
Yates. We willbe at their mercy. ‘They will be able to charge us any 
kind of rate that they want to charge us. Our public service commis- 
sion won’t be able to do anything about it. 

Mr. Davis. Is there a correlation, Governor, between the size of a 
utility company and the ability of a State or local government to 
regulate that company ? 

Mr. MoMaru. I think so. When the utility company is pyramided 
so that the holding companies are situated outside of the State, it 
makes it more difficult for the State to regulate it. 

Mr. Davis. I have no further questions, Senator. 

The Cuarrman. Thank you very much, Governor, indeed. 

Mr. McMarn. Thank you. 

The Cuarrman. I want to call Mr. McLean for questioning. 

I just got this note you handed me, Mr. McLean. You say a $2 
million suit has been filed in Little Rock against you. 


TESTIMONY OF ARTHUR E. McLEAN, PRESIDENT, COMMERCIAL 
NATIONAL BANK, LITTLE ROCK, ARK. 


Mr. McLean. That was reported to me by the press. I have just 
been tipped off yesterday. 
The Cuarrman, Was that suit filed today ? 
52390—54—pt. 2-23 
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Mr. McLean. That is my understanding. In other words, I was 
called aside and it was stated to me that a $2 million suit had been 
brought against me. I don’t know any of the details. Would you 
like me to make any comment ? 

The CuHamman. No; I just wanted you to know that this committee 
is not going to allow this Dixon-Yates outfit or anybody else to intimi- 
date any of its witnesses by bringing suits against them who have 

testified and hope they can scare some other witness. I want you to 
know, Mr. McLean, I don’t know whether this subcommittee has the 
power or not, but if I did have the power or the subcommittee had the 
power, we would designate the former Governor of the State, who just 
testified, and my assistant here, Mr. Davis, to protect you in this law- 
suit. I donot know whether we have this power or not. But you can 
be assured of one thing, Mr. McLean, and that is that as long as I am 
chairman of this committee, I am not going to be bluffed or scared or 
intimidated personally nor will I allow this Dixon- Yates crowd, no 
matter who is back of it, to scare or intimidate or bluff or bulldoze any 
witness that appeared before this committee. You can rely upon this 
committee back ing you to the fullest possible extent. 

I would like to have a comment from the chief counsel here. 

Mr. Davis. Of course, Senator, I haven’t very much to do at the 
present time and I would be delighted to assist Mr. McLean in any way 
I can. If this suit is in any way in the nature of a reprisal for the 
testimony of Mr. McLean, then I would like to assure Mr. McLean 
that I share the sentiment of the Senator, at least as far as I am con- 
cerned I would like to offer any help I can to you. I would also like 
to say that we have had some difficulty in obtaining some testimony 
before this committee and there has been some testimony before this 
committee indicating that there are many people who would like to 
testify but are fearful to come forward because of the alleged political 
influence and economic influence of the various companies we have been 
investigating. I want to assure Mr. McLean and all of our past wit- 
nesses and any future witness that the committee will not sit idly by 
and I am convinced the committee has the power to intervene to pro- 
tect its witnesses and that it will do so. 

Mr. McLean. Senator, and the people who are in this room, I have 
no knowledge except a slip or a little conversation, and I believe 
Arkansas Power & Light are the ones who filed the suit of $2 million 
against me. I have been able to look after myself so far in this world 
and I re ally have no fear but what I will still be able to look after 
myself regardless of any money that the Government might see fit to 
appropriate. I welcome the suit and I don’t think I will have any 
trouble in substantiating anything that I haveeversaid. I think I can 
assure you that there will be no judgment against me of any kind. 

ae fact, if that is what they want, if they want to turn back to 20 

ears ago ‘and those sordid days, if they want to revive what took place 
in the depression period, if they want to see some of the transactions 
that were entered into in those days, this probably affords me an 
opportunity to document and disclose and prove every statement I 
have made here and maybe elsewhere. I think that any jury will 
reach the conclusion that I am not guilty of libel. 

Thank you. 

Mr. Davis. Mr. McLean, will you be kind enough to keep this com- 
mittee informed about this suit as you discover the details of it? 








he 
ist 
w- 
an 
um 
or 
no 


l ly 


us 


he 
ay 
he 
an 
n- 
ke 
ny 
11S 


al 
en 
it~ 


x 


by 


ve 
ve 
on 
ld 
er 
to 
ny 
un 


20 
ce 
ns 
an 


ll 


n- 








a ee 


MBS ASR Rr es 8": 





POWER POLICY—DIXON-YATES CONTRACT 535 


Mr. McLean. I will be very happy to. I am sure it will be a very 


amusing thing. 


Mr. Davis. We like to be amused, sir. 

Mr. McLean. Maybe they wanted to give me a little added publicity. 
Maybe I will have to run for Governor or something else before this 
thing is over. 

In any event, let me say this: That in no way, shape, or manner 
will such a suit deter me from giving this committee or any other 
committee all the facts that I know. At no time have I intended to 
make any misrepresentations of any kind. I have stayed with the 
truth. Any time when I have been dependent upon the published 
figures of the Arkansas Power & Light Co., they have had word of 

hat. They have been stated in my communications, that I would 
sada accept any correction and I would gladly make any error that 
| may have made correct and I would gladly do so. 

As far as I am concerned, $2 million, if they could find it—I don’t 
know, maybe they can, after all, they can look around a little bit—it 
would only be money, and in turn possibly I have safeguarded my own 
future welfare by having given to my wife all the law permitted and 
| am sure that she will al: vdly take care of me. 

Mr. Davis. Thank you, Mr. McLean. 

Mr. Chairman, we have another witness present in the room with us 
today, Mr. John R. Thompson, who is a former member of the Public 
Service Commission of Arkansas. Mr. Thompson has given the com- 
mittee a great deal of detailed information and I would like to have 
an opportunity to examine further into some of this information be- 
fore we proceed with Mr. Thompson. 

May I ask that he be continued under subpena until another day 
can be set ? 

The Cuatrman. Is that satisfactory, Mr. Thompson? 

Mr. Joan R. Tuompson. I am at your service, sir. 

The Cuatrman. Then we will keep you under continuing subpena. 

The meeting is adjourned subject to call of the Chair. It will likely 
be next Friday because the chairman has to preside at two juvenile 
delinquency meetings in Chicago. So we will likely adjourn until 10 
o'clock next Friday. But if we should iind that I could preside 
earlier, I will notify the other members of the subcommittee and we 
will call a meeting earlier. 

(Whereupon, at 12:22 p. m. the committee was recessed subject to 
call, with a tentative reconvening time of 10 a. m. Friday, October 29, 
1954.) 
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FRIDAY, OCTOBER 29, 1954 


Unrrep Srares SENATE, 
SUBCOMMITTEE ON MoNnopoty AND ANTITRUST 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 424, 
Senate Office Building, Senator William Langer (chairman) pre- 
siding, 

Present: Senators Langer and Kefauver. 

Present also: Sidney Davis, counsel to the subcommittee. 


Chairman Lancer. The meeting will come to order. 

Will the witness be sworn. You solemnly swear the testimony you 
are about to give in this matter will be the truth, the whole truth, 
and nothing but the truth, so help you God? 

Mr. Crapr. I do. 


TESTIMONY OF GORDON R. CLAPP 
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Chairman LANcer, You may proceed, Mr. Davis. 

Mr. Davis. Mr. Chairman, before we start with our witness this 
morning, I should like to put into the record some correspondence be- 
tween the committee and the Securities and Exchange Commission 
with regard to certain documents which were requested that the SEC 
file with this committee. After the last hearing, at which time the 
Chairman of the SEC appeared, I had a conference with the Chair- 
man at his office, and again requested that the Securities and Ex- 
change Commission fur nish to this committee ¢ opies of all of its inter- 
office memorandums dealing with any registration issues connected 
with the Dixon- Yates matter. 

We subsequently received some material from the Securities and 
Exchange Commission, but did not receive the memorandums which 
were requested. 

On October 18, the following letter was received from the Chair- 
man of the Securities and Exchange Commission, and I shall read that 
letter. 

Chairman Lancer. Read the one you sent to them first, please. 

Mr. Davis. The original letter simply invited him to appear and 
the request for the documents was oral at the meeting of this com- 
mittee. 

Senator Kerauver. What was the date of that meeting, just for 
the record, at which this request was made? 

Mr. Davis. On October 7, 1954. 
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Subsequently I had a meeting with the Chairman of the SEC, and 
on October 18 the following letter addressed to Chairman Langer 
was received from Chairman Demmler of the SEC: 


I am writing this letter on behalf of the Securities 
and Kkxchange Commission in response to the oral request made by Senator 
Kefauver and yourself at a hearing of the Antimonopoly Subcommittee on 


October 7, 1954, for copies of interoffice memoranda dealing with the above 
companies. 








DeAR SENATOR LANGER: 


That would refer to Middle South Utilities, Inc.., and Mississippi 
Power & Light Co. 


In connection with our Commission statements of its position with respect to 
the furnishing of material, in addition to that already made available to your 
subcommittee, we wish to summarize what has already been made available in 
response to the subcommittee’s requests. 

By letter dated October 6, addressed to me, Mr. Sidney Davis, as counsel to 
the committee, requested certain specific information. In response to that let- 
ter the Commission brought to the hearing documents from its files, or copies 
thereof, which in our opinion contain such material in the possession of the 
Commission as was responsive to the questions put by Mr. Davis’ letter. 

At the commencement of the hearing on October 7, I gave to Mr. Davis a list, 
copy attached, of this material, so tendered and made available to the subcem- 
mittee. The material was not called for by the subcommittee on the day of 
the hearing, but it has since been called for and furnished to Mr. Davis. I have 
no doubt that the subcommittee would be in position to indicate more precisely 
what additional documents are desired if it were first to examine the material 
which has been furnished, and which, I submit, is responsive to the questions 
put by Mr. Davis’ letter of October 6 to the extent that the Commission has in its 
files material responsive to such questions. Some more precise indication in writ- 
ing from the subcommittee of the categories of additional information which 
the subcommittee desires would assist the Commission in determining its re- 
sponse to the subcommittee’s request. 

In this case, the Commission and the testimony presented to the subcommittee 
on October 7 has already given a complete summary of the actions, discussions 
and inquiries by the Commission, and within the Commission, up to that time. 

Upon receipt of a written request from the subcommittee, setting forth specific 
material or specific categories of material, still desired by the subcommittee, 
we shall be happy to provide facilities for giving the staff of your subcommittee 
an opportunity to examine at the Commission’s office, such of the requested mate- 
rial as may properly be made available for such examination, consistent with ap- 
plicable laws and regulations, and with the orderly and effective discharge of 
the Commission’s statutory duty as an independent agency. 

Sincerely yours, 
RatpH DEMMLER. 


On October 19, Mr. Chairman, the following letter from Senator 
Langer was addressed to Chairman Demmler. 


DEAR CHAIRMAN DEMMLER: At a meeting of the Antimonopoly Subcommittee 
on October 7, 1954, you were requested to furnish to this committee any inter- 
office memoranda dealing with the registration statements on file with your 
Commission from Middle South Utilities, Inc., and Mississippi Power & Light 
(Co. After indicating reluctance in complying with the request of the committee, 
you asked the committee for time to consult with the members of your Commis- 
sion. You suggested at that time that for you to furnish the committee with 
the documents which we sought might violate “orderly procedure.” 

I have just received your response to the committee’s request. I wish to ad- 
vise you that the subcommittee desires the documents requested to be furnished 
to it immediately. The committee staff has already examined the material 
furnished to it, but we do not undersiand that such examination is a condition 
precedent to your supplying the requested documents to this committee. I can- 
not help but feel that your response is evasive. Since we do not know what 
memoranda exist, although you have told us that such memoranda do exist, I 
fail to see how we can describe them more specifically to you. You have been 
asked to supply this committee with copies of all interoffice and conference memo- 
randa dealing with the above-mentioned companies, and their current and re- 
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cent registration statements. We expect you to furnish us with those memo- 
randa, including, but not limited to, communications or records of conferences 
between members of your staff, or with other Government agencies, dealing in 
any way with registration statements of the above two companies, the Stietenroth 
telegram of withdrawal and his subsequent testimony before this committee, and 
the Commission’s action thereon. 

I cannot see how anyone in good faith can advance the argument that this 
description is so vague that you do not know what we mean. In order to ex- 
pedite the work of this committee, I must therefore ask you to furnish to the 
committee immediately the documents requested. 

With every good wish, I am, 

Sincerely yours, 
WILLIAM LANGER. 

Senator Kerauver. Mr. Chairman, this is a four-page letter and it 
just reiterates a lot of other letters, and it would seem to me if he 
would summarize it and put it in the record and give it to press, 
that would save time, 

Mr. Davis. On October 20, Mr. Chairman, we received a letter ad- 
dressed to Senator Langer from Chairman Demmler of the SEC, and 
it is a rather lengthy letter, and as Senator Kefauver suggests, I 
will summarize it. I think the letter should be made a part of the 
record. 

Chairman Lancer. It is so ordered. 

Mr. Davis. The letter denies that the letter of October 18 is evasive, 
and insists that the Commission has acted in good faith, and asks 
for a more definite description of the material requested by the 
committee. 

Chairman Demmler raises the point that a serious legal ‘question 
exists as to whether the Commission is obliged to withhold material 
that we request. They set forth a letter from the President to the 
Secretary of Defense, dated May 17, 1954, and the letter goes on to 
say that: 

In addition the Mississippi Power & Light financing is still pending before this 
Commission, and no action has been taken by the Commission thereon. 

The letter further states that because the subcommittee request raises 
these legal questions: 

I have asked the Attorney General for his prompt advice and counsel on the 
subject. 

Chairman Demmler indicates that pending receipt of advice from 
the Attorney General, he is obliged to take the position that they must 
withhold action upon our request. 

The letter concludes by restating the willingness and desire of the 
Commission to assist and cooperate with our subcommittee. It is 
signed by Chairman Demmler. 

(The letter in full is as follows:) 

SECURITIES AND EXCHANGE COMMISSION, 
Washington, D. C., October 20, 1954. 
Re Middle South Utilities, Inc., Mississippi Power & Light Co. 


Hon. WILLIAM LANGER, 
Chairman, Antimonopoly Subcommittee of the Committee on the Judiciary, 
United States Senate, Washington, D. C. 
Dear SENATOR LANGER: I acknowledge with thanks receipt of your letter of 
October 19 in which you request the following material dealing with the 


above companies: 
“* * * ony interoffice memoranda dealing with the registration statements 


on file with your Commission for Middle South Utilities, Inc., and Mississippi 
Power & Light Co.” 
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* * * copies of all interoffice and conference memoranda dealing with the 
above-mentioned companies and their current or recent registration statements. 
We expect you to furnish us with those memoranda, including but not limited to, 
communications or records of conferences between members of your staff or 
with other Government agencies, dealing in any way with the registration 
statements of the above two companies, the Stietenroth telegram of withdrawal 
and his subsequent testimony before this committee, and the Commission’s action 
thereon.” 

I regret that you felt our letter to you dated October 18 to have been evasive. 
We did not consider it and we inquired in utmost good faith for a more definite 
description of the material desired by the committee. Your letter, particularly 
the quoted portion thereof, furnishes such a description. 

The Securities and Exchange Commission has a clean and creditable record of 
administrative integrity and diligence in the handling of proceedings with respect 
to both the Middle South and Mississippi Power & Light financings, including 
the Stietenroth charges. The testimony which I gave and which was given by 
Messrs. Woodside, McDowell, and Barr of the Commission’s staft before the 
subcommittee on October 7 contained a complete summary of the actions, dis- 
cussions, and inquiries by the Commission and within the Commission up to that 
time concerning the Stietenroth charges and the Middle South and Mississippi 
Power & Light financings. The material heretofore furnished to the subcom- 
mittee is responsive to the inquiries set forth in the letter of October 6 addressed 
to me by Sidney Davis, Esq., counsel for the subcommittee. This letter made 
certain inquiries with respect to facts bearing on the possible existence of 
monopoly and to the extent that the Commission has in any of its files material 
responsive to such inquiries, such material was furnished 

However, a serious legal question exists as to whether this Commission is 
obliged, under the principles of the letter of the President to the Secretary of 
Defense dated May 17, 1954, to withhold material you request in your letter of 
October 19. The President’s letter to the Secretary of Defense was as follows: 

“DEAR Mr. Secretary: It has long been recognized that to assist the Congress 
in achieving its legislative purposes every executive department or agency must, 
upon the request of a congressional committee, expeditiously furnish information 
relating to any matter within the jurisdiction of the committee, with certain 
historical exceptions—some of which are pointed out in the attached memo- 
randum from the Attorney General. This administration has been and will 
continue to be diligent in following the principle. However, it is essential to the 
successful working of our system that the persons entrusted with power in any 
one of the three great branches of Government shall not encroach upon the 
authority confided to the others. The ultimate responsibility for the conduct of 
the executive branch rests with the President. 

Within this constitutional framework each branch should cooperate fully with 
each other for the common good. However, throughout our history the President 
has withheld information whenever he found that what was sought was confi- 
dential or its disclosure would be incempatible with the public interest or 
jeopardize the safety of the Nation. 

Because it is essential to efficient and effective administration that employees 
of the executive branch be in a position to be completely candid in advising with 
each other on official matters, and because it is not in the public interest that any 
of their conversations or communications, or any documents or reproductions, 
concerning such advice be disclosed, you will instruct employees of your Depart- 
ment that in all of their appearances before the subcommittee of the Senate 
Committee on Government Operations regarding the inquiry now before it they 
are not to testify to any such conversations or communications or to produce any 
such documents or reproductions. This principle must be maintained regardless 
of who would benefit by such disclosures. 

“I direct this action so as to maintain the proper separation of powers be- 
tween the executive and legislative branches of the Government in accordance 
with my responsibilities and duties under the Constitution. This separation 
is vital to preclude the exercise of arbitrary power by any branch of the Gov- 
ernment. 

“By this action I am not in any way restricting the testimony of such wit- 
nesses as to what occurred regarding any matters where the communication 
was directly between any of the principals in the controversy within the execu- 
tive branch on the one hand and a member of the subcommittee or its staff on 
the other. 

“Sincerely, 

“Dwicnut D. EISENHOWER.” 
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In addition, since the Mississippi Power & Light financing is still pending 
before this Commission and no action has been taken by the Commission there- 
on, that case presents a separate question as to whether, consistent with the 
orderly processes of an administrative agency, internal memoranda and records 
of conferences in a pending matter which has not yet been acted upon by the 
Commission should be subjected to concurrent congressional review. 

Because the subcommittee’s request raises these legal questions, I have asked 
the Attorney General for his prompt advice and counsel on the subject. Pend- 
ing receipt of advice from him, I am obliged, for the time being, my fellow 
Commissioners concurring, to take the position, with great respect to you and 
the subcommittee, that it is incumbent upon me to withhold action on the request 
contained in your letter of October 19. 

Let me assure you, however, at this time as I have stated previously to you 
of the willingness and desire of this Commission to assist and cooperate with 
you and your subcommittee. I would be honored to confer with you personally 
in this matter if you so desire. 

Sincerely yours, 
Ratpo H. DeMMLER, Chairman. 

Senator Kerauver. I would like to suggest, Mr. Chairman, that 
the refusal of the SEC to turn over certain information certainly 
does not seem to conform with the stated policy of the President, 
that he wanted all of the information and facts about this Dixon- 
Yates thing put on the table. It does not look like they are willing to 

put all of the facts and information on the table, and I regret that they 
fae taken this position about it. 

Chairman Lancer. We will see what the Attorney General says. 

Mr. Davis. Mr. Chairman, we have with us this morning Mr. Gor- 
don Clapp, who will be our witness for today, and Mr. Clapp, you 
have received a telegram from this committee, have you not, sir, re- 
questing you to appear before us? Is that correct, sir? 

Mr. Ciapp. Yes, sir; I have the telegram here, and I would like 
to read it, because it is in response to this telegram that I am here 
this morning. + It is addressed to me, Gordon Clapp, dated October 
27, addressed to me in New York. ‘The telegram says: 

You are requested to appear before Antimonopoly Subcommittee of Senate 

Judiciary Committee, 10:30 a. m., October 29, to discuss matters relating to 

monopoly in the power industry which are subject of current investigation. 
WILLIAM LANGER, Chairman. 


It is in response to that invitation, Mr. Chairman, that I am glad 
to be here this morning. 

Chairman Lancer. We are delighted to have you. 

Senator Krravuver. Before Mr. ( ‘lapp testifies, Mr. Chairman, I 
would like, if I may, to make a very brief statement. I know that Mr. 

Clapp is here somewhat reluctantly, but he has been ordered to come 
by the committee. I am sure that the testimony he gives will be of 
value to this committee studying monopoly and antitrust matters, 

I have known Mr. Clapp a long time, and I know of no public official 
for whom I have greater admiration for the excellent job that he has 
done. He came with Tennessee Valley Authority back in 1933 as 
Assistant Director of Personnel, and on purely a merit basis and on 
the basis of his competence, he arose in the organization as so many 
connected with TVA have done, to become Director of Personnel, and 
later the General Manager of TV A, later a member of the Board, and 
then Chairman of the Board of the Tennessee Valley Authority. He 
is a great and most able administrator. 

Under his administration the morale and the esprit de corps of the 
personnel of the TVA, I am sure, is better than in any governmental 
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agency I have ever known. Mr. Clapp rendered a great service to our 
section, to the Nation, and he is one of the highly respected citizens, 
admired by people of all religious and political complexions. We in 
our section appreciate the great job he did with the TVA. 

There is no one I feel better qualified to talk about the monopoly 
angle of the power business or the matter of how power can be made at 
a low cost and sold in large amounts to people, and I think the record 
he has made in the TVA is one of the best methods of controlling the 
power monopoly and the high cost of power. 

I do want to congratulate Mayor Wagner and the city government 
of New York in getting him to be their deputy city administrator, 
and it is encouraging to have with us a man who has done such a fine 
job as a public servant as Gordon Clapp. Just as a member of the 
committee, I know he has come here reluctantly, but I wanted to ex- 
press my personal admiration for him and my appreciation for com- 
ing down and giving what testimony he will give. 

Chairman Lancer. You may proceed. 

Mr. Davis. Mr. Clapp, on what date did you leave the service of the 
Federal Government as Chairman of the TVA ¢ 

Mr. Crapp. On May 18, 1954, my term as Chairman of the Board of 
TVA expired. 

Mr. Davis. Mr. Clapp, do you have a written or prepared state- 
ment to make to the committee before we begin our discussions here? 

Mr. Ciarr. I do not have a complete text prepared statement, Mr. 
Davis, but I would like to give a direct statement that would cover 
the subject I have in mind, and which I would think is responsive and 
relevant to the matters under inquiry by this committee. 

If the committee will indulge me, Mr. Chairman, it may take me 
some time to cover the ground I have in mind. 

Chairman Lancer. You just take all the time you want, Mr. Clapp. 

Mr. Ciapp. Thank you, sir. 

I should say before I begin that I do appreciate deeply the very 
generous statement that Senator Kefauver just made, and I would 
like to explain that any reluctance I had about coming to appear be- 
fore this committee was due only to the fact that I am busy on another 
job and New York City has problems, and I am trying to be a little 
bit helpful in them. I don’t know whether I have been very helpful 
so far or not. But time is given to carve out of active work. 

I would not want my reluctance to be interpreted as an unwilling- 
ness to throw what light I can on the very important matters that 
are under inquiry by this committee. I have, of course, as I hope 
many other interested citizens have, followed in the press the reports 
of testimony made before this committee in the months past, and I 
have noticed with great interest and a somewhat nostalgic interest 
the comments and testimony coming before this committee on the 
financial and political habits of the private-utility companies. 

I am not going to add to the testimony in that respect. I prefer, 
and I think I can more appropriately discuss the performance record 
of the electric-utility industry in connection with its primary respon- 
sibility. That responsibility certainly is to supply power for the 
needs of the consumers of this country at the lowest possible rate and 
in the most efficient manner. 

Now, this committee certainly above all others understands, I am 
sure, that electric ultilities are necessarily monopolies. The invest- 
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ment problem that an electric utility faces, where a large amount of 
investment is required per dollar of revenue that investment will 
produce, is such that it does not and would not make much sense for 
two electric-utility companies to be competing in the same service 
area, thereby jeopardizing the efficiency of the service Which must 
be to the public. 

Consumers have to have electricity, and our industries need elec- 
tricity in order to run, and our homes must be lighted, and our farms 
must be electrified. That is a public service, no matter who owns or 
operates these utilities. In order to make it possible for them to sat- 
isfy their function, it has become accepted in this country by law and 
practice that utilities have in a strict sense a monopoly staus in the area 
they service. 

Now. whenever the public gives a service a monopoly status, the 
public is of course confronted with a problem of how they are going 
to make those people do their job. In this American system that we 
have, which is the best and most aggressively effective in the world, 
generally, competition ordinarily provides the stimulus that keeps 
private-enterprise groups on their toes, but in this electric-utility 
industry, the nature of it being what it is, it is very difficult to devise 
ways of competition without making that competition sort of destruc- 
tive of efficient service. 

But there is a need in this field, Mr. Chairman, for a special kind 
of competition, not in duplicating systems within a single service 
area, but in setting up and cultivating large-scale centers of publicly 
owned and publicly operated utility enterprises that will set an exam- 
ple for the private utilities in the way, manner, and level of efficiency 
and rates which good operations and good management can achieve. 

Now, I want to, as I get into my direct statement, develop that idea 
at some length. 1 want to give you an outstanding example of the 
kind of competition with the private utilities that I refer to, namely, 
the whole history and demonstration in the Tennessee Valley, where 
the TVA in partnership with 150 municipalities and rural electric 
cooperatives have shown the country and the world how the electric- 
utility business can be conducted and still be financially successful 
while it performs a more effective service for consumers. 

Now, with that as a background, which I will develop, as I say, 
in greater detail, I then want to discuss the significance of this Dixon- 
Yates deal. 

I think the full significance and the full meaning and the full 
portent of what is contained in this Dixon-Yates proposal—and I 
call it a proposal, because I haven’t seen a contract yet, and I don’t 
know whether it is available—this whole Dixon-Yates proposition in 
my judgment, and based upon some contact with its formative stages 
during the months of last winter, is the opening step on a program 
planned deliberately to destroy the TVA demonstration in the Ten- 
nessee Valley Authority, a demonstration of what the real function 
of the electric-utility business can be. 

I believe, and I think that an analysis of the origin and method 
by which this was negotiated, that the Dixon-Yates deal is a bad 
financial arrangement for the United States, and that means for the 
taxpayers. I believe it is unsound as an engineering scheme for 
reasons I will explain later. I think it is extremely unwise public 
policy to start this movement to whittle away at the TVA and the 
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efficient functjons of the municipally owned and rural electric coopera- 
tively owned electric systems of the Tennessee Valley area. 

It is a risk-free Government-financed deal for private profit, and 
there is nothing wrong with private profit, but one usually associates 
the opportunity for profit with a willingness to take some risk. As 
I read the Dixon-Yates proposal, this 9 percent that they are guar- 
anteed on the small equity that they are putting into this proposition 
carries very little, if any, risk with it. But I don’t think that that is 
the most important objection to the Dixon- Yates proposal. 

There is another objection to it, and that is that the annual costs 

for power to the United States Government in excess of what the 
Government could have obtained that power from TVA for, had 
the TVA been permitted to build the Fulton steam plant—those 
excess annual costs over and above what the United States Govern- 
ment would have had to pay through the Fulton plant, will in effect 
make the Government, which means the taxpayers, Mr. Chairman, 
pay for this Dixon-Yates plant twice during the life on the contract, 
and still not own a ton of steel that is in it. 

But I don’t think that that is the most important objection to the 
Dixon-Yates proposal. There is another objection. I don’t believe 
that it was negotiated at arms length. Actually, as I read the record, 
and as I reflect upon my own observations and participation in the 
discussions that took place last winter, and up to the time I left the 
RVA, at the expiration of my term as chairman, here we see the 
United States Bureau of the Budget and the Atomic Energy Com- 
mission acting as promoters and sponsors of a new kind of arrange- 
ment for power supply to the Government, and in that negotiation 
seeing these promoters and sponsors, namely, the Bureau of the 
Budget and the Atomic Energy Commission, calling into counsel the 
worst enemies of the TVA to ‘plan the future of the TVA. 

During the course of those conferences, the TVA was kept in the 
dark as to what was brewing, and what was being cooked up. We 
were brought into it later, and when I say “we,” I “refer to the TVA 
at the time when I was with it. But I don’t think that that is the 
most important objection to the Dixon- Yates proposal. 

The most important objection to the Dixon- Yates deal, in my judg- 
ment, Mr. Chairman, is that it represents the formation of a combine 
of two big holding companies who have a long record of intent to do 
anything ‘they could to er ipple the TVA, and thereby remove the salu- 
tary public effects of competition which the TVA was giving them. 

sut this is not only a combination of two monopoly utility holding 
companies to make their assault upon the TVA; the combination 
spreads to include two agencies of the United States Government, the 
Bureau of the Budget, and the Atomic Energy Commission. 

The only way I can figure it is that the plan ; and scheme is to squeeze 
the TVA, another United States Government agency, and in my judg- 
ment a mighty precious Government agency, into submission to the 
private utilities. So that they in future years can dictate their own 
terms to the TVA, and to the municipalities and rural electric coopera- 
tives, who have been showing the country how the electric business 
can be and should be conducted. 

That I believe is the real significance of this Dixon- Yates proposal, 
and I think that objection to it is much more important than the issue 
of whether their rate of return to Dixon- Yates shall be 9 percent, or 
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10 or 20 or 5, and it is more important than how much this deal is 
going to cost the Government in cold dollars. 

I think it is more important than the objections one can raise, and 

which I would raise, to the method by which this deal was formulated. 
I think the real objection, the one that citizens all over the country 
should think about, certainly Government officials should ponder with 
great sobriety, is the kind of stake this proposal sets for the future 
liquidation of the demonstration that is going on in the Tennessee 
Valley, and has been going on successfully for ‘these past 20 years. 

I think it is important, Mr. Chairman, to recognize that this does 
not involve just the fate of the TVA, although “that would be im- 
portant enough. No informed person can refer to the TVA in con- 
nection with the electric-utility operation that is going on there with- 
out recognizing that a major part of that program is in the hands of 
150 municipally owned distribution systems, and rural electric cooper- 
atives. These municipalities and rural electric cooperatives are full- 
fledged partners with the United States Government through their 
contracts with the TVA. It is a partnership which was set up quite 
a while before we ever heard much of this recent double talk about 
partnerships. 

These munic ‘ipalities and cooperatives made up their own minds 
years ago when the TVA first started up that they wanted electricity 
from the TVA projects. Many of these towns and communities held 
referenda and people voted to decide whether or not their cities and 
their towns and their rural areas would put themselves into a position 
to buy power from the TVA, and enter into a contract for that pur- 
pose. 

There were elections all over the valley on that point. The precise 
issue was, Should our community vote to authorize the issuance of 
bonds by which we, the local community, can buy out the existing 
private electric utility company, run that system from power supplied 
by the TVA. This was not a Federal program that was directed by 
Federal fiat, and imposed upon the people of the Tennessee Valley. 

So this whole issue involves not just the future of the TVA, but 
also what happ ens to the equities and assets of the other end of this 
partnership, the municipal and rural electric cooperatives who have 
about $400 million invested in their systems. 

Then, of course, it affects more than that. Almost everywhere you 
go in this country where people are concerned about electricity and 
the r: ates they pay for it aa the adequacies of power supply know ‘about 
the TVA. There are many instances where rural electric cooperatives 
point to the experience of ‘other cooperatives in the Tennessee Valley 
and use the experience in the Tennessee Valley as a means of obtaining 
a better power supply at lower rates from the private utilities from 
which they must get their power. 

The TVA demonstration, therefore, is a bargaining leverage for 
electric consumers all over the country as a sort of a silent partner 
at the elbow of every rural group and every municipal group that 
enters into negotiation with a private utility company. 

Now, why should these utilities be so intent upon moving in on the 
TVA that way? Well, I think an examination of the record of per- 
formance of the private utility monopolies over these past 20 or 25 
years, as contrasted with what has been going on in the Tennessee 
Valley with its demonstration of low rates and high use, and a financial 
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success because of those low rates and high use, is the reason why the 
utility monopolies fear the competition by example which the TVA 
affords. 

Now, let me review for a time the record of performance of the 
utility industry of this country. Much of the discussion about elec- 
tricity seems to assume that electricity is a commodity in the market 
place, like onions or peas or clothing or shoes, to be bought and sold 
by a dicker between the buyer and the seller. W ell, electrical energy 
is much more important than just that of a commodity in the market 
place. An adequate supply and an abundant supply of electrical 
energy is vital in a dynamic free-enterprise economy such as we have. 
Since 1900 our population has doubled. Our use of electricity has 
increased 66 times; our total output of industrial goods has expanded 

times. The everincreasing reliance on electric ‘machinery and the 
greater use of energy per unit of human labor have helped to reduce 
the average workweek by some 25 percent in those 50 years, and over 
the past 50 years the use of electric power in manufacturing has risen 
from less than 1 kilowatt-hour to more than 60 kilowatt-hours for 
every 10 man-hours of labor. That is a 70-fold increase. 

Those figures help to explain, Mr. Chairman, why electrical energy 
has become the prime mover in our dynamic economy. It has given 
strength and substance to this country’s ability to exercise world 
leadership. 

The technological advances that have been made in this field have 
made it possible for systems to grow larger and for them to build more 
efficient and economical units, and electricity, in fact, has been built 
into the very living and economy of this country. 

Now, in the Tennessee Valley, something very special has been 
going on in these past 20 years. In the 25-year span from 1925 to 
1950, the consumption of electric energy increased in the country as 
a whole 414 times, while the total national output of goods and services 
approximately doubled. But in the Tennessee Valley where adequate 
supplies of energy at low cost to all classes of consumers was a statu- 
tory goal, written right into the TVA Act passed by the Congress in 
1933, the expansion has been even more phenomenal than that. Let 
me give you some figures. 

In 1933 the area now served by TVA used 114 billion kilowatt-hours 
a year; by 1950 that same area used more than 16 billion kilowatt- 
hours. Now, this represented a rate of increase of 15 percent a year. 
That is almost double the national growth over the same period. 

Then, in the 10 years since the end of World War II, projected 
through 1955, a year from now, the generating capacity—the ability 
to generate and produc @ power in the TVA power-service area—will 
have expanded by 270 percent, or twice the national growth during the 
same period of 135 percent. 

I do not need to tell this committee the human significance of elec- 
tricity, but I think all of us need to be reminded from time to time that 
it is a very, very import ant feature of our living. It has reduced 
human toil and it has iner sased the income of farm and factory work- 
ers. It has brought conveniences and a higher standard of living 
directly into millions of homes in these United States. In the Tennes- 
see Valley the housewife in a mountain home a few years ago had to 

carry water in a bucket that she filled from : a spring or a hand- pumped 
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well. She would have to make that trip several times a day, day in 
and day out, and year in and year out. That is just to get enough 
water, carrying it by hand, to quench thirst, and to keep the house and 
the family ‘clean, and she had to do it at a heavy price in human toil. 
But today in the Tennessee Valley, more and more rural homes get 
water from a faucet, and they use electric pumps to circulate require- 
ments of the family for water, and the requirements of livestock for 
water, at about 2 or 3 cents a day. 

Electric washing machines are replacing the old scrub board, and 
tub. And of course refrigerators and electric water heaters and the 
electric range for cooking and even electric heat for he: ating homes has 
made living quite a different thing in the Tennessee V alley, from what 
it was 15 or 20 years ago. 

Some people seem not to understand that electricity in a rural area 
has such an important effect upon the life and living of people that. it 
is much more than a question of technical problems for engineers and 
bankers. It is an important social question. Any of those who think 
of it asa mere technical matter to be worked out by logical and feasible 
arrangements determined by engineers and financiers ought to go out 
to the rural areas once in a while and discover for themselves the im- 
portance of electric energy in rural communities. 

There are some things about electric energy that make it even more 

important than that. “Our national sec urity is tied up with the ade- 
quacy of power supply. Modern warfare requires unprecedented 
levels of output from virtually every segment of our economy. When 
we move into a period of critical national defense, we have to get. the 
most output we can out of every man-hour of labor and out of every 
pound of material. Electric power is the strategic key to a larger and 
more efficient production during wartime. This committee knows, I 
am sure, that many of our critical defense items take large quantities 
of low-cost power. Atomic energy, nuclear fission processes take tre- 
mendous quantities of electric power. Titanium and aluminum, and 
metal alloys and many chemicals require large amounts of power. I 
think you would be interested to know that the aluminum industry 
alone requires almost one-fifth as much electricity as was consumed by 
the entire Nation only 20 years ago. By 1956, just a couple of years 
from now, the atomic-energy program will require about one-third as 
much electrical energy as the entire economy used before World 
War IL. 

I cite those things to show how important this subject is that your 
committee is looking into, The adequacies of electric power, and the 
effect of the present organization and structure of the utility industry 
upon their ability to supply it. 

Now, when you look into the record of these companies over the past 
20 or 25 years, there is one thing that becomes very clear. They have 
a constant habit of lagging behind the demand for electricity in pro- 
jecting their plans for expansion, and I want to show you that by quot- 
ing from their own statements. 

The situation in the 1920’s was summed up by the president of the 
National Electric Light Association. That was the voice of the in- 
dustry at that time. They later broke up in part as a result of a 
searching inquiry made into their activities by the Federal Trade 
Commission. 
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In 1927 the president of that NELA said this: 


We are agreed that the electric light and power companies are not selling as 
much electric energy as obvious opportunities warrant. 

And then in the early thirties, the industry had a small margin 
of reserve, but the reason they did, Mr. Chairman, was because we 
were in a depression at that time and things were rather rough. But 
instead of viewing their power surpluses as a challenge to management 
to get out and sell and to encourage the development of new uses, they 
viewed those surpluses with deep alarm as something indicating an 
extremely critical situation because it might endanger their invest- 
ments. 

Let me typify that attitude, and I think it is typical, by referring 
to some testimony in 1933 before the House committee in opposition 
to the enactment of the proposal to establish the TVA. There came 
before the House Committee on Military Affairs, which was the com- 
mittee having jurisdiction over that proposal to create a TVA, a vice 
president of the Commonwealth & Southern Corp., in opposition to 
the bill. He testified that he could foresee no market at that time for 
the power to be produced by the TVA, and therefore he was in opposi- 
tion to the enactment of the TVA bill. 

Now, who was this vice president of the Commonwealth & Southern 
Corp. who appeared in opposition to the TVA enactment in 1933? 
Well, he is a person, I think, whose name is familiar to this committee, 
and he is Mr. E. A. Yates, who is now president of the Southern Co. 

Now, when he appeared before the Military Affairs Committee of 
the House in 1933, he was a vice president of the Commonwealth & 
Southern Corp., and he was a vice president of the Alabama Power 
Co., and he was a vice president of the Georgia Power Co., and he 
was a vice president of the Tennessee Electric Power Co., and he was 
a vice president of the Mississippi Power Co., and he was also a vice 
president of the South Carolina Power Co., and the Gulf Power Co. 

Now, Mr. Yates testified at that time that there was a surplus of 
electric power in the Tennessee Vaalley, and that therefore there was 
no reason to set up a TVA, and to build dams on the Tennessee River, 
to control floods or to provide navigation, or to produce electricity. 
He said all of that power will be a surplus and will be wasted. 

He testified that right in his territory, and you can tell from his 
titles that I cited that he was talking about quite a territory, that there 
was an excess or a surplus capacity of about 66 percent. Then he said, 
and I quote him— 

Naturally in the development of a system of this magnitude and scope, the cost 
of power generation— 

and he was talking about his own system all through this area served 
by the companies, the many companies of which ‘he was vice presi- 
dent— 


Naturally in the development of a system of this magnitude and scope, the cost 
of power generation, transmission, and distribution has received the constant 
study of the engineers, and they have concluded from the companies’ standpoint 
that it cannot possibly make further development of hydroelectric plants in this 
territory. 


This was in 1933, Mr. Chairman, when the only Government dams 
on the Tennessee River was the Wilson Dam, built as a result of action 
during the First World War. Then he goes on to say that— 
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We know of no potential hydrodevelopment in the territory that will compare 
in cost with modern steam plants. 

He said he didn’t think any of those dams on the Tennessee River 
should be built. 

Mr. Preston S. Arkwright, who was president of the Georgia Power 
Co., followed Mr. Yates on the stand, and he, too, supported the same 
point of view. Mr. Arkwright testified, among other things, this 
way- and [ quote him from page 136 of the hearings before the House 
Military Affairs Committee, 73d Congress, Ist session, April 11 to 
April 15, 1935. 

Mr. Arkwright, president of the Georgia Power Co., and now one 
of the subsidiary operating companies of the new Southern C 0., of 
which Mr. Yates, of the 1933 vintage, is presently chairman. Mr. 
Arkwright said: 

May I say I could not think we need additional lines and no power is needed 
to serve that territory generally. The companies that have assumed the busi- 
ness of covering that territory have an excess capacity now; and if this plan 
is carried through— 
and he was referring to the plan for a TVA— 
there will be an additional excess capacity. Therefore, it is not necessary to 
use the Government’s supply in order to serve the territory. 

That is the end of the Sater ap from Mr. Preston Arkwright. 

Then he was followed by Mr. James Longley, who was a vice presi- 
dent of the Tennessee Electric ‘Power Co., and he, in general, and 
in specific terms, supported the testimony of Messrs. Yates and 
Arkwright. 

A few days later Mr. J. M. Berry, a vice president and general 
manager of one of those same companies, and Mr. Berry is presently 
associated with the Alabama Power Co., which is a part of the South- 
ern Co., testified before the same House Military Affairs Committee 
that he believed that the Alabama Power Co. furnishes a rather com- 
plete service in the State of Alabama—and here I quote him: 

There are very few sections of the State not served. The company, we think, 
has been very progressive— 


this is Mr. Berry talking— 


about trying to reach out in the rural sections and do a good job in extending 
our service to the small communities and, in fact, to farmhouses that do not 
lie in any community. 

That is a quotation from page 192 of the same reference. In short, 
Mr. Berry alec saw no possibility at that time of increasing the use 
of power in that area. 

Let me interpolate at this point, Mr. Chairman, that at the time 
at which he was testifying about the rather complete service that the 
Alabama Power Co. pr ovided in the State of Alabama, and at the time 
these other gentlemen were testifying about no need for more power 
in the Tennessee V alley, only 1 farm out of 2 8 had electricity in the 
Tennessee Valley. That was referred to as ‘ nie complete service.’ 

Well, a few days later, in April 1935, there were hearings again 
before the Military Affairs Committee of the House, and this time 
on some amendments to the TVA Act, and the TVA had in the mean- 
time been established, despite the opposition of Messrs. Yates and com- 
pany. The TVA had started to work, and I will describe some of 
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that work in a moment. Certain amendments were up before the 
House committee. Mr. Yates appeared again in opposition to those 
amendments. These amendments were to firm up some of the instruc- 
tions to the TVA to help it get on with its work of rebuilding the 
Tennessee River and supply’ ing power and fertilizer, and so on, to the 
fuller development of the Tennessee V alley region. 

Mr. Yates said at that time, in 1935: 

Any statement that this area is = ndent for power from the plants now 
being constructed by the Tennessee Valley Authority on the Tennessee River 
is untrue and indicates complete lack of knowledge of this system and of con- 
ditions. 


This system referred to is his own system. 
Then he goes on to make this significant prediction : 


This area is now abundantly supplied with power, and in addition has surplus 
capacities sufficient to provide for future growth from the next 6 years, based 
on most optimistic estimates of service to rural, domestic, and industrial con- 
sumers, 

That is from page 270 and 271, hearings before the Committee on 
Military Affairs of the House of Representatives, 74th Congress, 
Ist session, March 28, and various dates to April 10, 1935. 

Then he goes on to say: 

If it were possible to conceive that 750,000 farms in the area covered by the 
operation of these companies were electrified completely, that would not absorb 
over 12 percent of this surplus. 

That is the end of the quotation. He was talking about service to 
these farms on the assumption that it would be extended to those 
farms on the basis of the rates the Alabama Power Co. was then 
charging to the consumers. And of course, as I shall point out later, 
if your rates are high, people can’t afford to buy your product or use 
it, and therefore they will use less of it. And therefore, your costs 
will be higher to produce it. But if the rates are lowered, people are 
encouraged to use it, and you get more power use out of the generating 
capacity you have, and the unit costs are lower, and you make a better 
financial showing, and electricity gets used for the purpose it was 
intended. 

Then Mr. Yates goes on to say, and this was in 1953: 

There is not the slightest present economic justification for the building of any 
of the hydro plants now being built by the TVA nor for the building of any of 
those planned, 

Well, Mr. Chairman, the irony of this shortsighted and unimagina- 
tive picture of stagnation for the Tennessee Valley Authority is un- 
paralleled. Mr. Yates now comes forward through the beckoning 
gestures of the Bureau of the Budget and the Atomic Energy Com- 
mission as the savior of an area now producing 23 times as much 
electricity as it was when Mr. Yates was testifying that there was too 
much there to start with, and he comes forward as being willing to 
supply this area with some additional electricity for a price, to save 
it from shortages. It is an area that has demonstrated time and time 

again that his predictions about the future of the Tennessee Valley 
and its need for electric ity was completely wrong. 

The tendency of utility leaders to discount the prospects of future 
growth of the economy of this country, and the way in which people 
can ‘use electricity if it can be brought within the range o of their 
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ability to use it should be a source of deep concern and very sober 
reflection. The complacency with which the private utilities often 
have viewed national defense requirements is a cause for alarm. 

In 1935, at the same time that Mr. Yates was testifying that the 
Tennessee Valley had all of the power it needed and some surplus 
besides, and therefore the TVA should not be permitted to build these 
dams, Mr. David Lilienthal, who was then a member of the TVA 
Board, appeared before the Military Affairs Committee to urge the 
more rapid development of the Tennessee River, and that was at the 
time when the German rearmament program was beginning to be 
stepped up. And Mr. Lilhenthal pointed to the effect that an ap- 
shea hing national security problem would have upon the increased 
demarids for electric ity. But no voice from the private utility in- 
dustry came in to back up his prediction or proposals. Those who 
did come lel ard to testify said there is too much electricity now. 

Then in February of 1940, shortly before the fall of France, Mr. 
Lilienthal in a public speech stated emphatically that unless power 

sup ply was greatly increased at once, the Nation would face a short- 
ve of electric power for de fe ‘nse production. 

A few months later, Mr. C. W. Kellogg, who was then president of 
the Edison Electric Institute, which was the official voice of the 
electric utility industry at that time, it being the reshuffled old NELA, 
sought to reassure the people of the country by saying, and I ask you 
to note this statement carefully, because 1t seems to me one of the 
most preposterous characterizations of the place of electric power in 
a national-defense program that I have ever come across—this is 
what Mr. Kellogg said: He was the presidentof the Edison Electric 
Institute, which was the official voice of the organized utility 
monopoly groups, and I quote him: 

Although a large national-defense program stimulates not only industrial but 
commercial and residential business as well, experience indicates that war itself 
does not accelerate an increase in the overall demand for electricity. 

That came from the Edison Electric Institute Bulletin of June of 
1940, page 256. 

In May of 1941, Mr. Lilienthal, again speaking for TVA, stated 
that the time for nibbling cautiously at power supply is long since 
past. Then a few days later, Mr. Kellogg, who was the president of 
the Edison Electric Institute, but who in the meantime had become 
the chief consultant on electric power to the Office of Production Man- 
agement of the Federal Government, again delivered himself of this 
statement. He said: 

Allegation of power shortage is unwarranted. I believe the power situation 
will be found to be adequately provided for. 

That was in 1941. But within a year, Mr. Chairman, the gravity 
of this country’s position with respect to power supply and the reasons 
for it became so obvious that a writer in the Public Utilities Fort- 
nightly, which is a trade journal that is not unfriendly to the private 
utilities, stated : 

We have to remember that Mr. Kellogg speaks from the ranks of industry and 
that the wish is often the father to the thought. 

Then the article goes on and this is from the Public Utilities Fort- 
nightly, from one of their writers: 
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Even if we see a threat to private ownership of utilities in the war expansion 
program, if the alternative is to seriously weaken the Nation’s war potential, 
the risk is worth while. Indeed, there is no real alternative. Warfare today 
depends upon industrial power, which in turn depends upon electric power, not 
merely on the numbers of men in uniform. 

That is to say that the industry is willing to sacrifice in time of war 
even at the threat it m: iy make to private interprise. 

The history of forecasting power requirements for the Nation is 
marked by predictions that err with remarkable consistency on under- 
standing the future demands. The Edison Electric Institute semi- 
annual surveys of future power requirements compiled from the utili- 
ties’ own estimates repeatedly underestimated requirements during 
the period after the war. The record of understating future power 
requirements for national defense and for the normal growth of our 
economy is so consistent and conclusive that we should carefully re- 
examine our present projections and performance upon which the fu- 
ture welfare and security of this country depends. 

The problem is, How can we get private utilities who call themselves 
private enterprise to show a little more enterprise in facing the future 
demands for power. The record of the past clearly reveals the electric 
power industry’s failure to promote the use of electricity during much 
of the entire period since the commercial introduction of electricity 
in the United States. 

Let me cite the record with respect to rural electrification, and the 
promotion of electric appliance centers. As early as 1910, there were 
in the United States a few examples of electric lines serving farms. 
But in most cases, they were sort of showcase affairs. They were 
country estates. 

By 1924, the number of farms with central service had risen, this 
is for the entire country, to 166,000. That is the electric utility indus- 
try’s own figure. Electrified farms were less than 3 percent of all 
farms over the country. That was in 1924. 

In 18 States, including all or nearly all of the Southern States, the 
ratio was less than 1 percent. That means fewer than 1 farm in 100 
had electricity. In Georgia, the percentage of farms with central 
service in 1924 was one-twentieth of 1 percent. 

Now, at that same time, Mr. Chairman, in Bavaria, in Europe, 50 
percent of the farms had electric service during the 1920’s. In Den- 
raark about 50 percent, and in Sweden 40 percent, and in Ontario, 
Canada, where the Ontario hydroelectric, a Ourdeniaaht-teanded and 
sponsored project, had begun its history, 80 percent of the population 
were served with a higher ratio of customers in rural areas than in the 
cities. 

Now, in all of these areas that I have cited outside of this country, 
except Denmark, the Government had supplied vigorous initiative to 
proper electricity distribution. But there is one very significant thing 
about it, in addition to that. Private power companies in all of those 
countries, with the exception of Ontario in Canada, had important 

systems, private companies, foreign private companies. The point of 
that is that extensive rural electrification was considered good business 
long ago by private power companies outside the United States. 

Then you know that in 1935, the Rural Electrification Administra- 
tion was established. That made it possible for farmers to organize 
cooperatives and obtain funds as a loan to be paid back, from the Fed- 
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eral Government. I think the committee will be interested to know, 
as it probably does know, that the rural electric cooperative was born 
in the Tennessee Valley. The first one was in Mississippi to enter into 
a contract with the TVA became the prototype for the later great 
development under the REA program. 

At that time, the electric industry in the United States in 1935 had 
not yet carried electric service to more than 1 farm out of 8. 

Now, as you look at that record and go into it to examine it, you find 
that the main reasons why little extension of electric power to farms 
in the United States before 1935 is found in two firmly entrenched 
policies of the electric companies. One was a rate policy which failed 
to take into account the potentialities of rural load. They invariably 
assumed that the only purpose to which the farmer would put elec- 
tricity would be to light a few bulbs hanging from the ceiling. Urban 
domestic use and urban rates at that time were almost exclusively for 
electric lights. The farm use of electric energy for motors and ma- 
chines was priced out of the market with rates too high, and they could 
not possibly pay the farmer to equip himself with electric motors and 
electric machines, because the charge for the electricity to operate 
them would make it uneconomic: 

Morris Llewelly Cook, first Aibininisteator of the REA, referring 
to the period from 1936 to 1940, said this: 

Rural rates of from 20 to 30 cents per kilowatt-hour were not exceptional, and 
this on top of the fact that the rural customer almost invariably paid the entire 
cost of building his extension. 

That was one barrier to the expansion of rural electrification under 
the policies of the private companies. 

Another barrier that blocked electric service to farms was the cream- 
skimming policy of the utilities. They would move into an area that 
was righly populated or densely populated but as Mr. Yates testified 
in that same testimony that I referred to a moment ago, they con- 
sidered that there were many areas of the State or the areas which 
they were responsible for, where the population was too thin to be 
reac hed, and besides, he said, experience has shown that it does not pay 
to serve a farmer with electricity unless his annual income is in excess 
of $1,000 a year. That was for 1933. 

Well, the farmer in the South who had an annual income of $1,000 
was a pretty rare one. The development of rural electricity on an 
areawide basis had to wait more than 20 years under these policies. 
Then the rural electric cooperative pioneered in the Tennessee Valley, 
and it began to spread widely over the country with the aid of the 
REA. The electric cooper ative, Mr. Chairman, revolutionized elec- 
tric service in rural America. The rural electric cooperative was the 
answer to an attitude that was expressed very cogently by the president 
of a large midwestern utility when he said— 

This is indeed an unusual situation. 

This is the president of a midwestern utility speaking: 


The farmer, a user of power, is trying to force the utilities, a seller of power, 
to sell him the product it has for sale 

Now, with such a record as that, it is understandable why another 
gentleman from the utility industry, Mr. George M. Gadsby, speaking 
to the Public Utilities Advertising Association as the president of the 
Edison Electric Institute in 1952, was moved to make this confession, 
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and I quote him. Remember, this is the president as of 1952 of the 
idison Electric Institute: 

Once there was an area of good feeling about private power, but back around 
the twenties, the industry lost its standing. Financial pyramiding and collapse 
of the holding companies started the downtrend. The delays and impolitic 
procedures in rural electrictication accelerated the process. There never would 
have been the need for rural electric cooperatives and there was a need for them, 
if private utilities had had more faith in the:nselves to develop the farm market. 

Now, if Mr. Gadsby had wished, he could have broadened that self- 
criticism of his industry to include their failure to pioneer in residen- 
tial, commercial, and industrial as well as farm uses of electricity. 

In 1927, for example, nearly half a century after the commercial 
introduction of electricity, an industry spokesman commented about 
retarded use of the electric stove, and electric range, and he said : 

It cannot be said that the electrical industry has done a good job with respect 
to popularizing the use of the electric range. This is undoubtedly due to a fear 
on the part of the utility managers that the range load will swamp distribution 
lines and generating stations and therefore is undersirable. 

Now, what does this mean? It means simply this, that the utility 
industry was reluctant to expand production of electricity and conse- 
quently to help in the promotion of electrical appliances. It would 
create problems for them and they did not want those problems. 

Now, it is interesting to note that as of that time, a representative 
of the General Electric Co., which makes appliances, had this to say : 

The electrical equipment manufacturers’ ability to build up the power com- 
panies’ load is limited by the policies of the power company in every community. 


The worst part of this review, Mr. Chairman, is that the same identi- 
cal attitudes on the part of the power companies prevail with respect 


tc electric water heaters and other appliances. They still prevail 
today. In many areas of the country what was true of the twenties 
and thirties with respect to electric ranges and water heaters is cur- 
rently true of their attitude toward electric heat. They don’t like 
to encouarge people to use electricity for heating their homes, because 
it will create problems for the utility. 

The important thing to note about this is that the great advances 
that have come about in higher use of electricity and the building 
of greater loads and more use in homes and on farms and in industry 
and the effectiveness of lower rates to get people to use more electricity 
had to be demonstrated to the industry by publicly owned systems. 

Let me cover for just a few minutes the history of the predictions 
about the future made by the spokesman of the electric-utility industry 
after World War II. In 1947 after the Nation mobilized its war 
strength, the president of the Edison Electric Institute of that date, 
Mr. G. C. Neff, had this to say: 

It is evident that the problems of adequate generating capacity arising from 
rapid load expansion are well on the way to solution. The worries of operating 
with small reserves of generating capacity which have been ours since last 
August will begin to diminish in about 7 months. 

Now, when those 7 months had gone by, the situation was reviewed 
again by another industry spokesman, and he adjusted the 7 months to 
2 or 3 years, and he said: 

I think it can be stated as a fact that barring some major disruptions in our 


industrial operations, the power situation will come into completely normal posi- 
tion by 1950 in most of the country, and by 1951 in the entire country. 
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That was a statement by Phillip Sporn, president of the American 
Gas & Electric Service Co., published in the Public Utilities Fort- 
nightly, for January of 1948. 

But when 1951 arrived, Mr. Sutton, who by that time was president 
of the Edison Electric Institute, put it this way, and remember, it was 
ull to be straightened out by 1951. Mr. Sutton said: 

Our committee reports that this coming December and in December of 1952, 
we may expect to have about the same percentage of reserve capacity that we 
had in December of 1950, which was 10 percent. It is about half of what we 
expected to have before Korea, but on account of time required to build new 
generating capacity, the construction program could not be increased in 1950 and 
1951 and not until 1953 and 1954 could we expect to gain much increased 
capability. 

In short he stretched the prediction off into the future again. 

I could quote many more of these understanding predictions, Mr. 
Chairman, but they add up then to this, that each year, year after year 
with monotonous regularity during the last dozen years, the theme 
that adequate reserves to eliminate power shortages would come in 
another year or two has dominated the industry’ Ss pronouncements 

power supply, and yet with equal regularity the date by which 
adequate reserves could be anticipated has been advanced as each new 
year brought demands to levels which they did not anticipate. 

Now, the Tennessee Valley is one of the few places where power 
supply has been increased rapidly enough in the last 20 years to lead 
some Industry spokesmen to assert from time to time that TVA was 
building up a wasteful surplus. But the demand for power in the 
Tennessee Valley continues to surpass even the most optimistic TVA 
predictions. Today, in the Tennessee Valley, the average home uses 
nearly twice as much electricity as in the rest of the country. The 
electricity consumers of the Tennessee Valley buy more than $100 
million of new electric appliances each year, and have since the war. 
That adds up to $1 billion market since the close of World War II. 
The total home and farm uses are nearly 40 times the consumption of 
power for those uses eee with those uses 20 years ago. And the 
total consumption per capita in the Tennessee Valley is almost as 
high as in a leading electrified nation such as Norway, and it is almost 
double the United States average. 

Industry and commercial loads represent a fifteen-fold expansion 
over similar loads in 1933. A large part, almost three- -quarters of that 
commercial and industrial load, represents use that is directly related 
to out national defense. Atomic-energy operations, aluminum for air- 
craft, and guided-missile and aircraft-testing programs, and the other 
Federal defense production and operations ‘absorb more than half of 
the total output of the TVA system. This system that I am talking 
about is the largest single integrated system in the country. By 1956 
when the TVA system is twice as large as it is now, atomic-energy op- 
erations alone at Paducah, Ky., and Oak Ridge, Tenn., will take one- 
half of all that TVA generates. 

Now, what explains this phenomenal growth in the Tennessee Val- 
ley compared with the rest of the country? Well, I think there are 
several things that explain it. One is that the TVA by consequence 
of the law under which it was directed to operate is pledged to the full 
development of the resources of the Tennessee Valley area and the 
maximum development of electric energy, along with flood control, 
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navigation, and other things. But equally important, the a 
agencies of the Tennessee Valley, the municipalities and rural electric 
cooperatives have by agreements with TVA, in the form of contracts, 
laid the foundation for a policy of moving electricity into the farthest 
corners of the region at the lowest possible rate, to achieve the widest 
possible distribution and the highest possible use. When you get all 
of the energy of these power boards and their managements and their 
operators and the rural electric cooperatives harnessed up with an 
agency like the TVA through the means of a contract as between 
equals, dedicated to the task of making electricity go to work in the 
whole region, then you really begin to get results that the private 
utilities ought to emulate once in awhile. 

Chairman Lanoer. I see you skipping some pages and I hope you 
will not do that because this is very very interesting. I hope you will 
take the time to read all of your statement. 

Mr. Ciarp. Well, I wasskipping something that perhaps I shouldn’t 
skip and that is about the relationship of power shortages to the cost 
of power. If we don’t have enough power that makes the power cost 
more. That keeps the rates high. And if the rates are high, people 
won’t use as much and that slows down the expansion of our economy. 
The effect operates in a very vicious cycle. The slower growth in 
power use discourages ar apid shift in the power industry to modernize 
its generating facilities, to get lower costs. That means that they con- 
tinue to operate too much inefficient capacity, which keeps costs up 
and that keeps rates up and that discourages the greater use of 
electricity. 

Of course, that is an important factor to think about in connection 
with the cost of national defense. You can build a plant to produce 
defense materials, say, within a year, and you can build a big aluminum 
plant within a year. Aluminum takes a lot of electricity. But unless 
there is a reservoir of uncommitted power to supply that aluminum 
plant when it is ready to operate, that plant will have to wait for the 
3-year period that it takes to build generating capacity. That is to 
say that it takes much longer to build power supply than it does to 
build the industries which require power. 

Well, as you expand industry for national defense purposes, you are 
then forced or the country is forced to locate plants in areas where the 
power costs too much. During the past war, for example, a large 
amount of aluminum ingot capacity had to be located in areas where 
power costs were high because of short ages of power capacity in those 
areas where the costs were low. Now, “the Government buying air- 
planes, for its Air Force, made of aluminum, produced in plants lo- 

cated in areas where power costs were high, had to pay more money for 
the finished product which means that the t taxpayer almost invariably, 
or the power consumer almost invariably pays for the higher cost of 
power that is a result of inadequate power supply. 

After the war those plants that were located in areas where power 
costs were high were sold or scrapped with a large loss to the Govern- 
ment in their investments. The taxpayer had to pay for that. 

As one example, $86 million invested in more than one-third of a 
million tons of modern efficient aluminum capacity had to be scrapped 
after World War II because the power costs were too high for these 
plants to compete in a peacetime market. Then only a few years later, 
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after these plants had been scrapped, the Korean war came along, and 
the new aluminum capacity had to be built again. During the Korean 
war period, as during World War II, a part of the Nation’s aluminum 
was produced with unnecessarily high power costs because the coun- 
try didn’t have enough power. The cost to the taxpayers measured 
in the millions of dollars in the cost of bombers made from that 
aluminum, 

Now, a shortage of power is costly in other ways. While waiting 
for new generating capacity to be built, the Atomic Energy Commis- 
sion has paid many millions of dollars of excess power costs because 
the only power available had to be taken from small high-cost power- 
plants and transmitted long distances at great expense. All of those 
things stem from the inadequacy of power supply in this country, and 
they are accrued in the higher cost of the end products which go into 
our national defense. They have to be paid for by the t: ixpayer. 

If the Edison Electric Institute’s claim that the power situation will 
be found to have been adequately provided for as expressed by its 
president, Mr. Kellogg, in 1941, had been believed, the proposed TVA 
dams that were under discussion at that time would have been delayed 
and might not have been started at all. That, I take it, was one of 
the reasons Mr. Kellogg was saying that no more power would be 
needed. But 2 years later when Oak Ridge, the great atomic energy 
plant, was ready, the power that was available from the TVA came 
from the dams that Mr. Kellogg thought were unnecessary to build. 
\nd if Mr. Kellogg's advice had been followed then it is quite probable 
that the atomic bomb would not have been ready at the time that it was. 

It took longer to build new power supply than it took to build Oak 
Ridge. The fact that TVA had been pressing ahead against the 
advice of the electric utility industry, had been pressing ahead to 
build before the need was there—because of that fact, the Tennessee 
Valley region was able to accommodate a quicker start on some vital 
defense projects than would have otherwise been the case. 

Now. why did the utility companies have this kind of a record? Is 
it merely the results of poor guessing? Well, I would suppose if they 
were just making poor guesses that they would make a mistake on one 
side about as frequently as they would on the other. So that they 
would average out on the basis of chance. But the record of this 
failure to predict within reasonable range of what actually happens, 
Mr. Chairman, is always on the underside. W hy isthat? When I was 
in the TVA there were a number of us who went into this matter pretty 
thoroughly. The record suggests two very important answers to it. 
One is that the electric energy industry, in making its forecasts for 
future power requirements, does not take into account as much as it 
should the effect of new or potential uses of electricity, and then on top 
of that there is a kind of ability in psychological conservatism on the 
part of the forecasters to evaluate the market for products of high 
investment industries, that is the industries which require a large 
investment per unit of revenue. 

I think that is primarily why they so consistently underestimate 
future demands and build inadequ: itely to meet what actually does 
take place. I think there is another reason, Mr. Chairman, That is 
because these utility companies are monopolies. They don’t have any 
competition. If they don’t have enough electricity, they don’t have 
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enough electricity and the consumer can’t go down to the street corner 
and buy it somewhere else. He is dependent upon the only company 
that serves his area for the electricity that he gets. That is unless he 
wants to hook himself up with a little electric generator of his own, 
but that is a fairly costly business. After all, these utilities are given 
monopoly status by law and custom and franchise in order that they 
will meet the needs of the public which can’t go shopping around for 
electricity. 

Well, being a monopoly, they are supposed to be regulated by State 
regulatory commissions. That regulation can protect the consumer. 
I say it can protect the consumer against overexploitation as to too 
high rates, but the regulatory commission at its very best is a very 
important substitute for competition. Regulations say, “No, you can’t 
do this or you can’t do that,” but it does not assume or cannot assume 
the positive responsibilities of management to press for reduced costs, 
improved equipment, and improved efficiency. The regulatory agency 
can’t impose itself as the aggressive manager of the utilities it regu- 
lates. It cannot say to a utility, “You must expand,” and “You must 
increase the availability of electricity.” The main thing they pass 
on is whether the rate of return to the investor and the private utility 
is high enough to attract capital into it and what kind of rate will be 
required to be paid by the consumer in order to assure the utility 
company of that rate. 

The lack of direct competition fosters a management of complacency 
that is bred by a cost-plus security paid for by the consumer, who 
can’t shop around in buying his electricity. The management under 
these circumstances sometimes gets lazy and is incapable of the type 


of enterprising behavior which characterizes private enterprise in 
competitive situations. 

Now, there was an editorial in the Electrical World back in 1948 
that had some comment on this point, and I think the Electrical World 
is not generally considered to be hostile to the electric utility industry. 
This editorial said: 


In a competitive business there is the same eagerness to secure a fair return 
on invested capital, but the approach is different. Return in a competitive 
business comes from expansion in sales, in volume. In a competitive business— 
The editorial goes on to say— 


one does not start with a rate that will produce a return and struggle to build 
business at that price. Just the opposite. One sets a goal, and then finds out 
what price is necessary to reach that figure. The costs are adjusted to make 
that price bring a return on the estimated volume. 

What is the difference? Just this: That growth under the monopolies concept 
is necessarily slower than under the competitive concept. Rates in one case are 
more protective of investment, while in the other they are volume creative. 

Now, that is from a trade journal in the electrical utility field that 
knows this industry pretty well. Of course, that is precisely where 
the TVA comes into this picture and where other large-scale public- 
power developments have a very important national responsibility to 
carry. There is some competition in the electric industry. I refer, 
of course, to the division of the industry between public and private 
ownership and to illustrate the effective competition it is necessary 
only to examine the behavior of the utilities, the private utility com- 
panies, in the areas surrounding the Tennessee Valley where the TVA 
and the municipalities and rural electric cooperatives operate. 
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I was amused some time ago in reading an article in Business Week 

about the president of the Arkansas Power & Light Co., Mr. Hamilton 
Moses, and this article said, among other things, that— 
Hamilton Moses has been afraid of something like Arkansas TVA for 20 years. 
He has fought it by pushing rural electrification, by selling power to rural coop- 
eratives cheaper than the Government’s power systems could, and by building 
Arkansas. 

Well, I think if one examines the record in Arkansas, one could find 
a few questions to raise about the accuracy of that statement, except 
that I don’t doubt that he has been afraid of something like an 
Arkansas TVA for 20 years. The existence of TVA within sight of 
Arkansas has a competitive effect and it keeps these utilities just a 
little bit more on their toes. 

Now, we in this country believe in the importance of competition. 
But sometimes when public debate takes place people forget that pri- 
vate ownership is not synonymous with competitive enterprise. Pub- 
lic ownership is frequently met by strong opposition because the 
privately owned utility systems trade upon their claimed synonymity 
with « rompet itive enterprise to win public support against public power 
projects. They carry the fight to the advocates of public ownership 
by invoking a charge of soc cialism. I am sure you have heard that, 
Mr. Chairman. The publicly owned systems plead comparative per- 
formance as a basis for a fair verdict and the tonic of competition 
begins to go to work. Every area of public ownership in this country 
has been subjected to a continuous scrutiny by its critics. When you 
put these public operations under the spotlight TVA has been under 
for these 20 years, examined and reexamined, and its books pored 
over and discussed and argued and debated about, and the measure 
of its performance wate hed like hawks by the critics and enemies of 
TVA, it keeps an agency on its toes and makes it work harder to 
achieve its purposes. 

The purpose is written into the TVA Act by the Congress. 

That is the kind of competition that is a very good ‘thing for public 
power agencies. I hope the time never comes w ‘hen public power agen- 
cies will be permitted to become as complacent as the private utilities 
have been permitted to become complacent. Because you find that the 
public systems doing the best jobs are those where there is a vigorous 
interplay of criticism and argument. I think it is probably an under- 
statement to say that the Tennessee Valley Authority is one such 
place. It has always been argued about, and as long as it does an 
effective job it will continue to be a source of argument. But if it 
ever lays down on the job and is made inefficient or is loaded with 
excess costs over which it has no control by the machinations of out- 
side contracting parties, then of course the TVA will become a failure 
and the very critics who took out after it because it was so successful 
will be the first to claim it was a faliure, without admitting that they 
were the ones who brought about its failure. 

For the past 20 years TVA operating as a producer and transmitter 
of power, and that is the less lucrative part of the power business, the 
retail end is the moneymaker—the TVA and the generating and 
transmission end of electric production has earned an average rate of 
return of more than 4 percent on the net average investment in power 
facilities. This return despite all of the argument about TV A’s book- 
keeping and so on, is what is left after paying all costs of operation, 
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depreciation, and payments in lieu of taxes to State and local govern- 
ments. If you take this 4 percent return on the net average invest- 
ment in the TVA power system, it more than covers the cost of the 
money to the Government and moreover out of the power revenues 
that TVA receives from the sale of power it is paying back over a 
40-year period all of the appropriated funds invested in power proper- 
ties inthe TVA system. 
Chairman Lancer. We will recess for 5 minutes. 

( Brief recess. ) 

Chairman Lancer. We will proceed, Mr. Davis. 

Will you proceed, Mr. Clapp 

Mr. Ciarp. This schedule of payments by which the TVA repays to 
the Federal Treasury all appropriated funds invested in power proper- 
ties is well ahead of schedule. Now, a typical privately owned utility 
not only generates and transmits power in bulk but it distributes it to 
the retail power consumer. In the Tennessee Valley, as I have already 
explained, the distribution facilities that carry the electricity from 
TVA delivery points to more than 1,300,000 retail consumers are 
owned by the public distributors, the cities, the towns, and the rural 
cooperatives. On their end of the business the annual rate of return 
on the net investment for these distribution systems averages about 8 
percent. I cite those facts briefly to indicate that what 1 am about 
to relate now has as its groundwork a solid and sound financially 
feasible basis. 

Now, what has been the effect of public power operations upon the 
private utilities around the TVA? Well, the competitive example of 
public power creates what is analyzed back in 1950 by the President’s 
paca smeoaiees Policy Commission. Those studies reveal that in 
areas in which a Federal agency was marketing power from river 
basin de ‘velopments the cost of power purchased by rural cooperatives 
from private companies in the same areas, was about half as high as the 
cost of similar power where no competitive forces were in operation. 

Now, the wholesale rates to cooperatives in the private utility 
areas surrounding the TVA average about three-quarters of a cent, 
whereas in the Northeast, up in New England, the average rate runs 
nearly twice as high. In fact, if one were to take a map of the 
United States and to draw on it a series of concentric circles with 
the Tennessee Valley as one center, and the public power develop- 
ment of the Northwest as another center, and in each of those zones 
created by those circles show the average wholesale electric rates 
charged to rural cooperatives, the results are a striking portrayal 
of the wholesome effects of competition within the electric utility 
industry stemming from the large-scale operations of public power 
projects. 

Such a map would show that successively higher charges are made 
as one moves farther and farther from the Northwest and the Tennes- 
see Valley, the two major centers of competition between public and 
private power. Some might suspect that the reason why those rates 
get higher charged to the rural cooperative as you move away from 
the Tennessee V alley or away from the Pacific ‘Northwest is because 
of some inherent difference in cost of producing power. But that 
has been examined very carefully and these comparisons that I have 
cited would persist even when you adjust the rates for differences 
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in costs of fuel. You can make a similar comparison for residential 
rates as distinguished from wholesale rates to cooperatives. 

In 1933 when the private utilities operated in the Tennessee Valley 
through these many, many companies of which Mr. Yates was then 
vice president, the average rates for residential use at that time were 
among the highest to be found in any region in the country. Those 
rates had not been substantially changed for years prior to 1933. 
But, today, the Tennessee Valley ranks with the Northwest in having 
the lowest rates for residential use to be found anywhere in the 
country. 

Chairman LANneerR. Would you mind telling us what States you 
include in the Northwest ? 

Mr. Cxiarp. I am including Oregon, Washington, and those prin- 
cipally where the Bonneville Power Administration and the munici- 
pally owned plants and the public utility districts. 

Chairman Lancer. Would you include North and South Dakota? 

Mr. Crare. When you get to North and South Dakota, the effect 
of that begins to peter out, Mr. Chairman, and the rates begin to get 
higher. Now, perhaps with the advent of the great dams on the 
Missouri provided the marketing policy gives rural electric coopera- 
tives and municipal systems easy access to this power, rates from the 
private utilities will begin to come down. But if the private utilities 
get control of that power at the dams and let it trickle out as they 
please at rates they have been charging it won't have the same effect 
as a public operation ought to have. 

Well, now, the residential rates ch: arged by private utilities around 
the TVA service area today are substantially below the rates charged 
in the North and the East and in oon Middle West. That is to say, 
that whereas the Tennessee Valley area and the whole Southeast was 
a high rate area 20 years ago, i the TVA started to operate, to 
put these policies into effect in cooperation with the municipal centers 
and the cooperatives, whereas it was a high rate center then, today it 
is a low rate center even if one were to include the areas served by 
the electric utilities. 

Now, the companies operating in the vicinity of the TVA area have 
profited in other ways from this TVA example. In 1933, soon after 
the creation of TVA, the Georgia and Alabama power companies 
found a new way to stimulate customer use by promotional rates 
which offered a discount to the consumer if he used more of the elec- 
tricity. Since 1933 these companies have promoted greater use of 
electricity, but it is since 1933. They have competed vigorously with 
the REA cooperatives for rural loads especially in the more densely 
settled rural areas. When cooperatives began to talk about building 
generating pl: ints of their own to reduce their wholesale costs, the 
private companies offered power at wholesale on terms low enough 
to keep that business. In those towns and rural areas immedi: itely 
around the area TVA serves, where on one side of the road it is TVA 
service and on another side of the country road it may be Alabama 
Power Co., those private utilities have built a veritable wall around 
the TVA by making possible the best Saag and cultivating the best 
consumer good will they possibly could. I don’t criticize them for 
that; I say ‘that is the best w ay in the world for the private companies 
to prevent consumers from pleading for an extension of TVA elec- 
tricity. Let them in their own practices, and in their own policies, 
























































562 POWER POLICY——DIXON-YATES CONTRACT 


and in their own marketing methods achieve the rate levels and the 
high use that the TVA has achieved, and the TVA will have done its 
work without serving in those areas at all. 

Now, what has happened to the rate of expansion of the capacity 
of these companies to produce power? We have heard much in times 
past about how the TVA was a threat to these private utilities, and 
the very existence of TVA would discourage private investors from 
putting money into those companies. Well, now, if those predictions 
had come true one would suppose that the private companies around 
ihe TVA would have expanded with new generating plants at a lower 
rate of expansion than is true in the rest of the country. But let us 
look at the figures. TVA has expanded its power capacity about 500 
percent since 1933 and has that squared away capital and frozen the 
neighboring utlities systems into a kind of static paralysis? 

Well, quite the contrary is true. The low-rate policies, that is lower 
relative to what private utilities charge in other parts of the country, 
far away from the TVA, has resulted in a notable expansion by these 
neighboring private utilities. The expansion for the Nation has been 
less than 150 percent since 1933, and I am talking now about the 
expansion of generating capacity among private utilities. That is less 
than 150 percent since 1933. If the national figures are limited to pri- 
vately owned systems, leaving out the publicly owned systems, and if 
that national figure is adjusted to leave out the private company 
neighbors of TV A, the increase in generating capacity of the remain- 
ing private utilities between 1933 and 1952 was only 91 percent. 

But in the eight States adjoining Tennessee, excluding TV A capac- 
ity in those States, the power capacity owned by private utilities has 
increased 200 percent since 1933 when the TVA Act was passed. 

Now, if you go to the six New England States, where the private 
utilities are at a safe distance from any effective competition from 
public power developments, a fact I might say that suggests one of 
the reasons why the inviting great potential of the St. Lawrence was 
so long delayed, in New England, the level of power rates is highest 
in the country and the growth of power supply has been the slowest. 
Power capacity in New England has increased only 75 percent for this 
period I am talking about, compared with the 200 percent increase 
among the private companies adjoining the TVA area. 

I think these recitals, and I could add more to it, make it clear that 
competition between public and private power has benefited the con- 
sumer of electric energy. That would be more or less obvious. It 
means lower rates, and easier use, and greater accessibility of electric 
energy, and the competition from public power projects brought reduc- 
tion of rates and the expansion of capacity and service in the areas 
served by private utilities as well as publicly owned utilities. 

But one might wonder, “Well, now, how have the stockholders, the 
investors in these private companies, fared who have been subject to 
this constant competition with the TVA?” Well, that is very inter- 
esting. 

The Federal Power Commission shows that financial returns have 
been excellent for those private utilities stirred by neighboring, if not 
neighborly, public enterprise. TVA’s neighbors are making more 
money now than they did before TVA began to worry them. The 
composite rates of return for all class A and B electric utilities in the 
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United States when compared with the electric utilities operating in 
areas adjoining TVA and the Pacific Northwest show that stockhold- 
ers have not been adversely affected by the policy of rate competition 
and expansion of service. 

On the contrary, the average earnings among private companies in 
areas adjoining these public power generating areas have exceeded the 
national average. 

Now, let me give you some figures on the private utilities immedi- 
ately around the TVA area. The common-stock earnings of major 
privately owned utilities contiguous to the TVA area, using 1937-39 
as a base of 100, moved to 275 in 1946, while the comparable United 
States total reached 137. By 1952, the earnings of TVA’s private 
utility neighbors moved to 510 on the index while the comparable 
United States total reached only 225. Thus, the dollar profits of the 
private owners of power systems over the Nation are twice as large 
as they were 15 years ago. But the private companies, Mr. Chairman, 
who are neighbors to the TVA and who have had this threat of com- 
petition and this example of low rates and high use to stir them up a 
bit, they are enjoying profits five times as large as they were before 
TVA began to prod them a bit. These excellent financial results have 
come not in spite of but because they have lowered their rates below 
the former levels and below national averages. They haven’t lowered 
them enough but they have lowered them enough to make a better 
showing than the utilities that are quite a distance from the TVA or 
the Pacific projects in the Northwest. 

[ assume the irony of this situation should be fairly obvious. What 
this adds up to is that most private utilities could earn more money if 
they would perform a better public service instead of opposing to TVA 
with political slogans and economic dogma and if they were bright, 
they would foster a warm espousal of a few aggressive centers of 
public power examples like the TVA. It would be good for them. I 
seriously suggest that they ought to ae and they ought to en- 
courage the meaning of the enterprise which they spend so much 
money expensively advertising. 

The further development of the Columbia as rivers great power 
resources, marketed by public managers, and the development and 
use of the St. Lawrence and Niagara under public auspices, and the 
sufferance of steam-generating plants in the hands of federations of 
rural electric cooperatives, and the continued expansion of hydro and 
steam facilities in the Tennessee Valley by the TVA will continue 
to keep alive and alert an otherwise complacent monopoly industry. 

Competition, Mr. Chairman, benefits the consumer and the Nation, 
and the record shows that competition brings the private companies’ 
stockholders a bigger dividend. I say that formula adds up to quite 
a challenge, to a real spirit of enterprise. 

Chairman Lancer. Mr. Clapp, it is quite obvious that you cannot 
finish today. 

Mr. Cuarr. That does conclude my statement, Mr. Chairman. 

Chairman Langer. I think that you have a lot more there that 
we want to hear. You are a great champion of the people’s cause 
here, and we could not possibly excuse you until we get your entire 
statement. When will it be convenient for you to come back? 

Mr. Crarr. I had hoped that I would be able to finish anything I 


could say, Mr. Chairman, today. 
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Chairman Lancer. Mr. Davis has quite a few questions to ask 
you, and Senator Kefauver, I know, would want to ask you a great 
many questions. Would it be convenient for you to come back tomor- 
row or Monday? 

Mr. Carr, My difficulty is a very simple one, Mr. Chairman. I 
am borrowing time as it were from my employers, the city of New 
York, and I have rearranged a schedule. I could be here tomorrow 
morning, but I would hope that you would not ask me to be available 
beyond that time. 

Senator Kerauver. Would Monday be just as convenient? 

Mr. CLarr. Monday would be extremely inconvenient, Senator. 

Chairman LANGER. We can proceed for a few minutes longer. 

Mr. Davis. Are you ready to proceed, Mr. Clapp? 

Mr. Ciapp. Yes; I am ready to go ahead. 

Chairman Lancer. I would like to have him finish his statement, 

Mr. Cuapp. I have just a few more brief comments to make. 

Chairman Lancer, I wish you would take all of the time you want 
because this is very important. All of our witnesses have been inter- 
esting, but you are just as interesting as any of them, including the 
man who was sued for $2 million. 

Mr. Cxiapr. Suing me for $2 million, Mr. Chairman, would be a 
fruitless task. 

Mr. Davis. If the purpose of the suit is to get $2 million, you mean. 

Mr. Cuapr. I wouldn’t know any other reason why they might 
spend the money. But perhaps I will learn. 

Senator Kerauver. The other man has the $2 million, but I don’t 
think that was the purpose of the suit, Mr. C lapp. 

Mr. Davis. If you are sued, I am sure Senator Langer will be glad 
to offer my services gratis. 

Mr. Cxapr. On that basis, I am sure I have nothing to worry about, 
Mr. Chairman. 

If I may continue, then, Mr. Chairman, I will try to fill in the rest 
of this picture of the record of the utility industry which, in my 
judgment, provides the important background against which to assess 
the significance of this proposed Dixon-Yates proposition. Now, the 
reason, or one of the major reasons, why this TVA demonstration has 
been successful is that it adopted the central formula of mass distribu- 
tion, and it is that which explains why the cost per kilowatt-hour of 
producing, transmitting, and distributing and managing the sale of 
electricity is about half as large in the Tennessee Valley as it is in the 
Nation’s privately owned utility system. Iam going to give you some 
figures that are what the accountants would call out-of-pocket costs. 
These are figures before you consider interest, taxes, and profits. 
Therefore, there cannot be any argument about the comparability of 
figures I am giving you. 

“In the TVA area the cost of producing a kilowatt-hour and deliver- 
ing it to the ultimate consumer is 5.4 mills. That itself is about half 
acent. Comparable costs for the Nation’s privately owned utilities in 
1952 was 10.1 mills, about twice as much. As I say, both of those 
figures are before you add any interest, taxes, or profits. They are 
the costs incurred in the production, generating, and distribution of 
electricity. 

Now, about a quarter of that difference is due to the lower costs in 
customer accounting and colleetion, sales promotion, and administra- 
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tion. Inthe Tennessee Valley, the distributors of the TVA power do 
not need to spend nearly as much on promotional advertising because 
the low rate sells the electricity. 

The private utilities, on the other hand, have a tendency to keep its 
rates high, and in the money they collect from the consumers spend a 
lot of money in advertising explaining how good a job the utilities 
are doing. 

About a fifth of the difference is due to economies in transmission 
and distribution. Of course, here is the big fact that helps to explain 
these differences in the cost of a kilowatt-hour of energy from the time 
it is generated and goes to the ultimate consumer. The aver ‘age use 
per residential consuming unit in cities of 50,000 population or over 
in the Tennessee Valley is almost 3 times as high as the average for 
the Nation’s cities of similar size. Well, on that mass-distribution 
basis, of course, you can achieve higher economies. That, Mr. Chair- 
man, is a formula which other utilities could adopt and some have, 
and when they adopt it it means that they will have to build capacity 
at an accelerated rate, and it means that people will use more elec- 
tricity, stimulated by lower rates, and it means their unit costs will 
come down because the plants will be used more of their full capacity 
and more to their full capacity and therefore the return on their 
investment will be better. 

Now, that, I think, is at the bottom of this successful demonstra- 
tion in the Tennessee Valley of how the electric utility business can 
be run successfully, and the important contribution that the TVA’s 
successful record and the successful record of the 150 municipal and 
rural cooperative systems has made to the country is in providing an 
example measurable, advisable, and uncontestably successful which 
consumers all over the Nation can look to as an example of how the 
private utilities which serve them might go and do likewise. 

That is the background against which I think the details of the 
Dixon- Yates proposal should be assessed. What effect will the Dixon- 
Yates proposal have upon the continuation of this effective compet- 
itive demonstration? That has an important and salutary effect 
mitigating the monopoly attitudes and attributes of the private 
utilities. Well, the effect will be if the Dixon- Yates deal goes through, 
and if an unsound engineering scheme is foisted upon the borders 
of the Tennessee Valley Authority, and the TVA now or in the future 
has to accept the excess costs which this deal involves, and pass those 
costs onto the consumer by that means and by duplication of Dixon- 
Yates deals in future years. This demonstration in the Tennessee 
Valley will have been nullified, and the efficiency of the organization 
crippled, and its costs will go up, and its rates will go up, and the 
private utilities will have eliminated from the scene one of the major 
instruments of public policy by which the taxpayers and the electric 
consumers of the country can bring the private utility companies to 
the task of doing a better job. 

I say in conclusion of this direct statement, Mr. Chairman, that 
even if the Dixon- Yates deal did not involve some extra costs to the 
Government, and even if it had not been negotiated in the manner 
it was, even if it did not have a virtual guaranty of 9 percent upon 
the small equity which Mr. Dixon’s and Mr. Yates’ holding companies 
are putting into it, I would say that this attempt to force the Ten- 
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nessee Valley to look to outside sources for its future power supply 
would in a short time begin to affect the economies which have been 
achieved by the TVA itself and by the municipal and rural distribu- 
tors. That, in my judgment, is the thing that is really unconscionably 
wrong about further entertainment of this Dixon- Yates contrivance. 
That concludes, Mr. Chairman, my direct statement, and I do appre- 
ciate the indulgence of the committee in hearing me through. 

Chairman Lancer. You have given us a very very excellent state- 
ment, Mr. Clapp. 

Mr. Ciarp. Thank you, sir. Ihave yet to go into some of the details 
of the Dixon-Yates negotiations, and I hope that it will be possible 
for the committee to hear me, if it wishes on that, either after lunch 
or tomorrow morning. 

Chairman Lancer. We will adjourn until 20 minutes to 2. 

(Whereupon, at 1: 15 p. m., the committee recessed, to reconvene at 
1:40 p. m., the same day.) 


AFTER RECESS 


(The subcommittee reconvened at 1:50 p. m., pursuant to recess.) 

The CuarrMan. The meeting will come to order. 
Senator Kerauver. Mr. Chairman, before Mr. Clapp proceeds 

with his testimony, I should like to make a suggestion, if I may. 

You will recall that about 2 weeks ago when we were having a 
hearing on this subject, during the hearing we received information 
that a form of contract had been approved by the Atomic Energy 
Commission. At that time I submitted a resolution which was unani- 
mously adopted, asking that the Atomic Energy Commission furnish 
this committee with information as to how the Commissioners voted, 
and to send up the records of the hearing or proceedings before the 
Commission at that time, and other pertinent information. 

An appropriate letter was written by you, I believe, Mr. Chairman, 
asking for this information. 

I would like to ask that your letter be placed in the record, and 
also I understand that today, 2 weeks later, we had a reply from the 
Atomic Energy Commission, and I would like to ask that that letter 
of reply be read into the record. 

The CuatrmMan. Read it, Mr. Davis. 

Mr. Davis. Mr. Chairman, on October 14, at the direction of the 
committee, I wrote the following letter to Admiral Strauss, Chairman 
of the Atomic Energy Commission : 

OCTOBER 14, 1954. 
Adm. Lewis L. Strauss, 
Chairman, Atomic Energy Commission, 
1901 Constitution Avenue NW., Washington 25, D. C. 

Deak ADMIRAL STRAUSS: Senator Langer, as chairman of the Senate Anti- 
monopoly Subcommittee, has directed me to request the Atomie Energy Com- 
mission to furnish to the subcommittee a copy of the minutes of its meeting 
concerning the recent approval of the form of the Dixon-Yates contract, “showing 
the discussion of the Commission as recorded and also how individual members 
of the Commission voted on the matter.” The above quotation is taken verbatim 
from a resolution passed by the subcommittee at its last hearing. 

I know that the subcommittee would appreciate very much hearing from you 
as soon as possible on this matter. 

With every good wish, I am 
Sincerely, 


SIDNEY Davis, 
Counsel, Senate Antimonopoly Subcommittee. 
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This morning, by special messenger, the following letter was re- 
ceived, addressed to me, from K. D. Nichols, General Manager of the 
Atomic Energy Commission, dated October 28, 1954: 

UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington, October 28, 1954. 
Mr. Sipney Davis, 
Counsel, Senate Antimonopoly Subcommittee, 
Committee on the Judiciary, United States Senate. 

Dear Mr. Davis: This is in response to your letter of October 14, 1954, asking 
for information relative to the action taken by the Commission approving the 
form of proposed contract between the Commission and the Mississippi Valley 
Generating Co., referred to as the Dixon-Yates contract. 

Under the Atomic Energy Act of 1954 we are charged with the responsibility 
of keeping the joint congressional committee fully and currently informed of 
all the Commission’s activities. Except for our discharge of this statutory 
responsibility, the Commission has never believed it appropriate to reveal what 
transpires at Commission meetings, and they are, of course, not public. How- 
ever, in this instance, we are departing from our normal practice. 

At the meeting of October 5, 1954, the Commission voted to approve the form 
of the contract with the Mississippi Valley Generating Co., upon a vote of 3 
Commissioners present, 2 of whom, Messrs. Campbell and Strauss, voted to 
approve and 1 of whom, Mr. Murray, abstained. The fourth member, Mr. 
Libby, who had just taken the oath of office as a member of the Commission that 
same day, withdrew from the meeting because he felt that he was not sufficiently 
acquainted with the subject to be able to exercise a judgment upon it. 

Sincerely yours, 
K. D. NICHOLS, General Manager. 

Senator Keravuver. Mr. Chairman, members of the press have asked 
to have copies of this made. 

Mr. Davis. I have one copy. 

Senator Keravver. Can we have some more prepared / 

Mr. Davis. Yes. 

Senator Keravuver. I should like to comment in that connection, 
Mr. Chairman, that President Eisenhower at his press conference the 
other day stated that the form had been approved by the Atomic 
Energy Commission and by the TVA, or at least they did not have 
any objection to it now. This indicates that a statutory majority of 
the Atomic Energy Commission was not in favor of this contract; 
that they had to get one member to leave the room in order to have a ma- 
jority of those present in favor of it, which is interesting and strange, 
and shows that it does not even have the approval of the majority of 
the members of the Atomic Energy Commission. 

I am certain that in view of the effect of this on TVA, who were 
not in on the negotiations, and what it would do to the operations of 
the Tennessee Valley Authority, there will have to be a lot of changes 
before the Board of the TVA would ever approve a contract of 
this sort. 

I wanted this letter to be in the record. 

It should be noted also that, whereas this request was made 2 weeks 
ago, the Commission did not answer the committee until the very 
morning when this session was reopened. 

he CuarrmMan. Proceed, Mr. Davis. 


TESTIMONY OF GORDON R. CLAPP—Continued 


Mr. Davis. Mr. Clapp, as I understand it, you had not completed 
your statement just before the short recess, and I wonder if you would 
proceed with your statement to the committee. 
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Mr. Cuarr. I shall be glad to, Mr. Counsel. 

What I would like to go into now is a recital, as well as I can 
remember it, and without benefit of TVA files, which I didn’t take 
with me when I left the TVA, they being the property of the TVA, 
that memory to be supplemented by the selective file of documents, 
letters, et cetera, released and made public by the Atomic Energy 
Commission and the Executive Office of the President under date of 
August 21, 1954. 

| also hope that you will keep in mind that the period I am describ- 
ing is up to May 18, 1954, the period in which I was still Chairman 
of the Board of the TVA. 

Last fall, about September or October of 1953, TVA submitted to 
the Bureau of the Budget, as is customary, its budget request for the 
coming fiscal year; in that case, the budget request for the fiscal 
vear 1955. 

Included in that request which went from the TVA Board, of which 
I was then Chairman, was a request for appropriations with which to 
begin work on additional power capacity that would have totaled about 
1,300,000 kilowatts when completed. That request for 1,300,000 kilo- 
watts of new generating capacity was a large request. The reason 
why it was larger than usual was because the previous spring, the 
spring of 1953, the budget that had been submitted by President 
Truman in the fall of 1952 and which was before the Congress when 
President Eisenhower took office, was, in the course of congressional 
deliberation upon it, revised by the Eisenhower administration, and 
the amounts in the TVA request before the Congress under the Truman 
budget were substantially cut and reduced by the revisions made by 
the new administration. 

In the course of that reduction, the present administration, as of 
1953, took out the TV A’s request for funds which had been approved 
by President Truman, to begin construction of the Fulton plant. 

Therefore, when the TV A came to submit its budget in the fall of 
1953, it was necessary in the TVA’s judgment to add to its request, 
funds for enough additional capacity to make up for the amount not 
made available ‘through the appropriations of the preceding year. 

As a general rule, it is important to note that the growth of power 
needs in the Tennessee Valley, as estimated by TV A's power experts 
in collaboration with the managers of the municipal and rural electric 
cooperative systems, called for a minimum of about 750 000 kilowatts 
of new capacity to be started so as to be coming in each new year that 
comes along. 

Because the 1954 fiscal year budget was cut below the level suffi- 
cient to assume annual additions of 750,000 kilowatts as the mini- 
mum, the TVA Board, reviewing the estimates of its power experts 
and engineers and their forecasts for the future requirements of the 
Tennessee V alley as of 3 years hence, asked the Bureau of the Budget 
and, through them, the President, to ‘include in TVA’s budget request 
of the Congress enough money to make : a start on new capacity totaling 
this 1,300,000, which would be a little bit under the 2- -year require- 
ment, figuring a minimum of 750,000 kilowatts a year. 

Ordinarily, in the budget procedure which is followed, the TVA 
has hearings before the Bureau of the Budget, and we did a year ago. 
Ordinarily the decision of the Bureau of the Budget, reflecting the 
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decision of the President, as to what will be included in the budget 
message which the President later submits to the Congress, is made 
known to the TVA, say, sometime in November. 

Last fall, the period that I am talking about, TVA did not hear 
anything from the Bureau of the Budget during November, and the 
first couple of weeks of December went by and still no word from 
them: but on December 17, we were called to meet with the Deputy 
Director or the Assistant Director of the Bureau of the Budget—I 
forget his exact title—Mr. Rowland Hughes, acting for Mr. Dodge, 
the then Director of the Bureau, at which meeting we were told what 
the allowance for the TVA in its budget request for 1955 fiscal year 
was to be. 

We were told that the budget as the President was going to submit 
it the following January, which would be January 1954, would in- 
clude no funds with which to start new power capacity in the TVA 
system. 

I cannot recall, and I do not have the budget documents readily at 
hand, how much they allowed for funds to put new units in existing 
plants, but in any case, the effect of their decision was to put the TV A 
in the prospective situation of being faced with a severe power short- 
age in the year 1957. 

I was told by Mr. Hughes at that meeting that instead of allowing 
the TVA funds with which to begin to build any new plants, and spe- 
cifically the Fulton steam plant. which TVA had proposed in west 
Tennessee on the eastern shore of the Mississippi about 30 miles north 
of Memphis, Mr. Hughes said that the President’s budget message 
was going to call upon the Atomic Energy Commission to seek an 
outside supply of power from private utilities up to an amount which 
might be as much as 500,000 kilowatts, and that if that arrangement 
could successfully be worked out, the Atomic Energy Commission 
would release the TV from TVA’s contractual commitment to the 
AEC for a like amount at the Paducah atomic-energy installation in 
Kentucky. 

I was also informed that, of course, if a satisfactory arrangement 
could not. be made by the Atomic Energy Commission for the Atomie 
Energy Commission to get power from some source other than TVA 
and for the Atomic Energy Commission’s uses at Paducah, the ques- 
tion of appropriating or requesting an appropriation of funds with 
which to start the Fulton plant would be reconsidered by the Bureau 
of the Budget and the President and, if necessary, a supplemental esti- 
mate would be submitted to the Congress in time for the TVA to have 
the question settled and, if favor ably settled by the Congress, TVA 
could start to build the Fulton plant in the summer of 19: 54. 

The committee will note that it takes at least 3 years between the 
time you get the money to start to build one of these steam plants to 
bring its first unit into operation. Therefore, TVA’s planning has 
to project its forecasts of power requirements at least 3 years ahead 
and take its case to the Bureau of the Budget and to the Congress, 
hoping to obtain funds with which to begin to build additional cz apac- 
ity that will be completed and on the line 3 years later. 

I told Mr. Hughes that, of course, TVA could have no reasonable 
basis for objecting to any arrangement that the AEC might find 
it possible to make to get power from some source other than the TVA 
for its Paducah installations. I even suggested to Mr. Hughes that 
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if they were going to make the attempt to get additional power from 
private utilities and thereby relieve the TVA of part of its commit- 
ment to the Atomic Energy Commission at Paducah, I hoped they 
would try to get relief for us for at least 600,000 kilowatts, because 
the Tennessee Valley needed the power, and the power that would 
have been released by the Atomic Energy Commission from TVA’s 
steam plant at Shawnee, which is right near Paducah, could be 
brought back into the system of the Tennessee V alley Authority for 
the general growth requirements of the TVA service area. 

I also suggested to Mr. Hughes that he ought to familiarize himself 
with the experience the Atomic Energy Commission had already had 
in getting power from private sources for the Paducah installation 
through the construction of the Joppa steam plant by Electric 
Energy, Inc. I suggested to Mr. Hughes that he ought to familiarize 
himse elf with the rec ord of that per for mance by Elec tr ic Energy, Inc,; 
that I was not at all optimistic about the ability of the Atomic Energy 
Commission to get a private syndicate of private utilities able to sup- 
ply power to the Atomic E nergy Commission at a cost comparable 
with what they were incurring by getting their power from the TVA. 

[ tried to e xphi in that while TVA had no basis for objecting to the 
AEC getting its power somewhere else for the AEC, that I assumed 
that those in charge of general governmental policy would consider 
any such proposal on the ‘basis of whether or not it provided as good a 
financial arrangement for the United States Government, the tax- 
payer, as the arrangement they could make through the TVA. 

Mr. Hughes assured me, as I recall it, that of course any proposition 
which the Atomic E nergy Commission entertained would have to be 
judged in the light of its effect upon the whole United States Govern- 


ment, and it would have to be appraised upon the basis of what the 
total comparative costs would be as between getting power from the 
TVA and getting power from outside sources 

On the basis of that assurance, the TVA of course had no basis for 
any objection to the idea they said they had in mind. 

On January 21, the budget message of the President was delivered 
to the Congress and made Poe and it contained a statement which 


Mr. Hughes had informed us was the position being taken by the 
President with respect to TV A’s future power needs. 

If I may, Mr. Chairman, I should like to quote from that budget 
message into the record. 

The Cuarrman. Certainly. 

Mr. Crarp. This is the President’s budget message of January 1954, 
covering the fiscal year 1955, that portion pertaining to the TVA’s 
request for additional generating capacity : 


In order to provide with appropriate operating reserves for reasonable growth 
in industrial, municipal, and cooperative power loads in the area through 
calendar year 1957, arrangements are being made to reduce by the fall of 1957 
existing commitments of the Tennessee Valley Authority to the Atomic Energy 
Commission by 500,000 to 600,000 kilowatts. This would release the equivalent 
amount of Tennessee Valley Authority generating capacity to meet increased 
load requirements of other consumers in the power system, and at the same 
time eliminate the need for appropriating funds from the Treasury to finance 
additional generating units. In the event, however, that negotiations for fur- 
nishing these load requirements for the Atomic Energy Commission from other 
sources are not consummated as contemplated, or new defense loads develop, the 
question of starting additional generating units by the Tennessee Valley Author- 
ity will be reconsidered. 
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Now that I have before me the materials released under date of 
August 21 by the Atomic Energy Commission giving the chronology, 
from their point of view, of what then began to take place, I discover 
something I didn’t know at the time of the Dec aber 17 meeting, 
namely, that there had already been considerable discussion of this 
problem, not just between the Bureau of the Budget and the Atomic 
Energy Commission, but between the Atomic Energy Commission 
and Mr. McAfee, who was president of the Electric Energy, Inc. I 
cannot and did not recall that at the December 17 meeting with Mr. 
Hughes there was any reference to discussions already had with the 
private utility companies about this proposed rearrangement of power 
supply for the AEC. 

The TVA heard nothing further about this exploration which was 
assigned to the Atomic Ener gy Commission by the Bureau of the 
Budget, to the best of my recollection, until March 3, 1954. We were 
called to the Bureau of the Budget office to meet with them, and we 
were informed at that time of the switch in the direction of the AEC’s 
negotiations and explorations to obtain an outside source of power. 
That is to say, between December 17 and March 3, a period of some 
214 months, the Atomic Ener gy Commission, under the instructions 
of the Bureau of the Budget, was looking for a way to get power for 
the AEC in order to relieve the TVA of a part of its commitment at 
the Paducah AKC plant. 

At that time we were told, and I believe that the proposal of the 
Middle South Utilities, Inc., and the Southern Cos., under date of 
February 25 was made known to us. This proposal, which to the best 
of my needadion is the first Dixon-Yates proposal, indicated that 
they were proposing to build a steam plant to be underwritten by the 
Government through a long-term power contract to supply power, 
not to the Atomic E nergy Commission, but to the TVA, at a delivery 
point in the middle of the river between Memphis and the plant site 
on the Arkansas side of the river. We were asked at that time to 
make our experts available to sit with the Bureau of the Budget and 

. Mr. Adams they had brought in from the Federal Power Commis- 
sibh, and the men from the Atomic Energy Commission, to analyze 
this February 25 Dixon-Yates proposal. It was not a contract in 
draft or form, it was a letter stating what they were prepared to do, 
and setting forth some of the terms and suppositions and estimates 
upon which their proposal was based. 

I want to stop right there and go back a little bit, if I may, and 
interpolate some of the things that were going on during this period 
of more than 214 months in which the TVA was neither consulted 
nor brought in to provide information or examine the course that the 
negotiations were taking. 

[ find that prior to the time we were first told that we were not 
going to have any money requested in our budget for 1955 with which 
to begin new steam capacity, I find upon reviewing this record of 
correspondence that there had already been meetings between Mr. 
McAfee and Mr. Walter Williams, of the AEC, on at least one 
occasion and possibly more. The letters which follow the confer- 
ences are not entirely clear as to how many conferences they are 
referring to in their letters. 

The most significant letter in this whole record, Mr. Chairman, is 

letter dated January 4, to Mr. Walter Williams, assistant to the 
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General Manager, Atomic Energy Commission, from Mr. J. W. Me- 
Afee, who wrote on the letterhead of the Union Electric Co. of 
Missouri, St. Louis, but Mr. McAfee is also the president, I believe 
that is the title, of the Electric Energy, Inc., which was the private 
syndicate put together back in 1950 to build the Joppa steam plant 
and supply half of the load at the Paducah atomic- -energy plant, with 
TVA to supply the other half. In a moment I will go into that 
particular phase of this record a little more thoroughly. 

I would like to read this letter of January 4 from Mr. McAfee. It 
is very brief and very much to the point: 

Dear WALTER: I have been thinking about our conversation the last time I saw 
you in Washington. 

Interpolating, that suggests to me that there probably had been 
several times that he had seen him in Washington, and I attribute 
no particular significance to that except that some of these things 
were going on before the time we were advised by the Bureau of the 
Budget that the ‘y were going to explore this question. We were not 
told ‘that they had already started their explorations. 

Going bac k to the letter: 

The more I consider the possibility you are investigating, the more impressed 

I am with the necessity of considering other alternatives before a final decision 
is made. I am sure I suggested some of the things that would accomplish the 
desired result, but I think now that I could put them in order of priority. If I 
had the responsibility of relieving the national budget of avoidable capital 
expenditures in the TVA area, I would consider: 
this is Mr. McA fee’s letter. 
That TVA no longer assumes full responsibility for supplying all the needs of 
municipalities. Thus, as present contracts expire, those municipalities which 
need a greater supply than is available from the Authority would be obliged to 
arrange for purchase from others or for the construction of a plant with 
municipal funds. 


2. Arrangements with neighboring companies of TVA to sell power to the 
Authority. I am confident— 


this is Mr. McAfee speaking— 


that arrangements could be made for the construction of a new plant if that 
is necessary. 

3. The plan you discussed with me. 

Best regards, 

Sincerly, 
J. W. McAFrr. 

He doesn’t say what the third alternative was. I don’t know from 
the record whether it was what may have already tia shape, namely, 
the Dixon proposal, which later became the Dixon- Yates proposal. 
Maybe it was a proposal that the Electric Energy, Inc., organization 
expand its plant at Joppa, which was already supplying power, to the 
extent that they had been able to complete it, to the Paducah installa- 
tions of the AEC. 

To me, there are two important things about this letter, Mr. Chair- 
man. One is that the plan he refers to as the one Mr. Williams had 
discussed with him was the least desirable of any he could think of, 
and that before they followed such a course as that, they preferably 
ought to follow the first priority scheme, which was for the TVA to be 
denied the opportunity to carry out its obligation under the law to 
serve the municipalities and rural electric cooperatives of the Tennes- 
see Valley, thereby forcing—he uses the phrase “would be obliged”— 








[e- 
of 
ve 
te 
nt 





Pi EPS ORR SIR Ao ill Sapa il 


; 
; 





POWER POLICY—DIXON-YATES CONTRACT 573 


that, to me, is the same as saying that would force them to purchase 
the power from others. 

What others could he mean than the private utilities all around the 
TVA, which would have meant more expensive power, !onger trans- 
mission distances. It would literally have put the municip: alities and 
the rural electric cooperatives at the mercy of utilities outside the 
area of their service, laurie no responsibility other than what they 
would be willing to contract for. 

Then he thinks that even better than the third plan, not described, 
would be for the TVA to buy power from companies outside the area, 
and that, of course, would have had the same effect. It would have 
meant higher-cost power, it would have mean that future generating 

capacity was not to be installed as a part of the TVA system under 

the control of the TVA, but would be installed by electric utilities 
outside the TVA area, piping power into the TVA system and giving 
those systems outside the TV A literally control over the growth of the 
Tennessee Valley. 

Any utility, of course, owes its first obligation to the area in which 
it has monopoly status to serve its consumers. To get ‘eel outside 
utilities to become the major source of new power for the growth of the 
Tennessee Valley from higher-cost sources would have put a strangle- 
hold in the hands of these private utilities around the Tennessee Val- 
ley, on which they could tighten the noose almost any time they 
wanted to. 

Either one of those choices, Mr. McAfee thought, would be much 
better, from the Federal Government’s point of view, than this plan 
referred to as priority No. 3 

The second thing about this letter which interests me is that here 
the Atomic Energy Commission, under instructions of the Director of 
the Bureau of the Budget, for the pur pose of getting an outside supply 
of power for the Atomic Energy Commission, very quickly begins to 
convene a group of some of the leading enemies of the w hole TVA 
idea into a conference, not to discuss exclusively power supply to the 
Atomic Energy Commission, but to discuss and consider and develop 
plans for the future of the Tennessee V alley 

I think that is a shocking thing. 

Here is the TVA in the Tennessee Valley, showing, over a period of 
2“) years, an outstanding record of efficiency, low costs, aggressive 
concern for the future of the region, and a matchless record ‘of build- 
ing in time to supply critical defense loads, being laid on the table in 
conferences called by officers of the Atomic Energy Commission under 
the instructions of the Bureau of the Budget, to plan the future of the 
TVA. 

The Cuarrman. Of course, they were secret. 

Mr. Ciarp. And we were not even told that they were going on. 

Lam thankful to Mr. McA fee for his candor in writing such a letter, 
because it reveals what I was afraid was going on. 

I want to digress for a moment to spec ulate a little bit, and I recog- 
nize that it is Just speculation. I wasn’t there. 

From the record which has been made available, which I doubt very 
much is complete, I think there is enough given in the record to sug- 
gest some rather interesting speculations. 

I would be interested in knowing why the Bureau of the Budget 
did not ask the TVA, “What about see king an amendment to the 





574 POWER POLICY—DIXON-YATES CONTRACT 


TVA Act or, without amendment, getting the TVA to notify munici- 
palities that as their contracts expire, they can no longer count upon 
the TVA to service them.” That was Mr. McA fee’s first priority pro- 
yosal, 

It is barely possible that the Bureau of the Budget did consider 
that. It is barely possible that they concluded, to whatever extent 
they may have considered it, that it was useless to discuss such a ques- 
tion with the TVA Board, and if they concluded that way, I would 
be the first to admit that they were right, that the TVA Board would 
not have been very enthusiastic about such a proposal or being part to 
the liquidation of TVA. The TVA Board of Directors takes an oath 
of office which, among other things, subscribes to a belief in the wis- 
dom and feasibility of the TVA Act; and one of the important con- 
tributions of the TVA to the whole national scene, to say nothing of its 
contribution to international interest in river development, is to carry 
on the kinds of demonstration which Mr. McAfee’s first proposal 
would have killed. 

So, of course, it is quite possible and probable that the Bureau of 
the Budget dismissed that as a subject to be taken up with the TVA. 

There may be another reason why, if it were considered at all, they 
didn’t take it up with the TVA or didn’t propose it. The administra- 
tion had already told the people of the Tennessee Valley and the 
country, before it became the administration, that it would maintain 
the TVA at maximum efficiency; and it would be very difficult, in the 
light of that kind of promise, to justify a proposal emanating from 
the administration to liquidate the TV A’s responsibility for power 
supply for the growing needs of the Tennessee Valley region. 

That would have been much too direct an approach to put the halter 
on TVA. 

Now I want to go back in the calendar to another item. While the 
TVA’s budget request was being considered by the Bureau of the 
Budget in the fall of 1954, before the December 17 meeting, the TVA 
received from a Mr. Wilson—who is, I believe, vice president of the 
Mississippi Power & Light Co., in Jackson, Miss., and I believe I 
remember, Mr. Chairman, that you had a witness before this committee 
who just shortly before then had been another officer of the Mississippi 
Power & Light Co. This letter to the TVA of October 15, from the 
Mississippi Power & Light Co., was a revised offer on their part to 
supply power to the TVA. They had made offers before, and they 
were either too general or too fantastic in their costs for the TVA even 
to seriously entertain them. 

This letter reached the TVA right in the midst of the period when 
TVA’s budget for new power supply was being considered by the 
Bureau of the Budget. 

Mississippi Power & Light Co. is an operating subsidiary of Middle 
South Utilities. 

If you were to read this letter of October 15 and the proposal that 
later came in from Messrs. Dixon and Yates, you find a considerable 
similarity in the geographical features of the two ideas, namely, the 
location of a plant somewhere down near Memphis, they to supply 
power to the TVA. The TVA was not interested in Mr. Wilson's 
October 15 offer, because it was an expensive proposition. It would 
not have made sense for the TVA even to have negotiated into it 
further. 
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I don’t know whether, when Mr. Wilson submitted his proposal, he 
made that fact known to the Bureau of the Budget. The way these 
things begin to tie together later, I would not be surprised if that were 
the ease. Again, I don’t say there is anything wrong with that, but it 
strikes me as a little odd that the private utilities during this period 
of the last 10 months, having given up the idea of negotiating directly 
with the TVA because TVA would not entertain costly propositions 
from them which the consumers of the TVA area would have to pay, 
begin to follow other channels to work their will upon the future of 
the TVA. 

On February 9, I received a letter from Mr. E. A. Yates, presi- 
dent of the Southern Cos. That letter is in this record released by the 
AEC. It is an offer to enter into a contract with the TVA to supply 
power from a new plant which they were then planning to build on 
the Tennessee River in the TVA area near Guntersville, Ala. Mr. 
Yates in his letter to me suggested that in view of the President’s 
budget message, he is offering to enlarge that plant they have planned 
for the Guntersville Tennessee River site so it could enter into a con- 
tract with the TVA to supply power from that plant to the TVA. 

At the time that letter reached us, it seemed rather curious to me 
that he should be writing this letter in response to the President’s 
hudget. message, because the President’s budget message talked about 
the AEC getting power from somebody else, and thereby turning 
back into the TVA system the power at the Shawnee steam plant to 
make it available for the general needs of the valley. 

When this record was released, I find that Mr. Yates wrote that 
letter to me making this offer at the suggestion of General Nichols, the 
General Manager of the Atomic Energy Commission. That is in the 
record of these releases, the chronology of events. 

There was nothing particularly wrong with that, in my judgment, 
but we weren’t told, as I recall it—it may be that some people in the 
TVA were told—that the Atomic Energy Commission General Man- 
ager was the one who suggested that Mr. Yates make an offer to us. 

He made the offer to us, and we wrote him a letter. I don’t have a 
copy of it, but I recall it because to me it was a rather historic occasion. 

We had known that the Southern Cos. had been planning to build a 
new steam plant on the Tennessee River not far from Guntersville 
Dam, which dam had been built and was being operated by the TVA. 
They had this plant in mind several years ago, and they came to see 
me. I believe Mr. Yates was the one who came to see me. He told 
about the growth of their power requirements in Georgia, served by 
the Southern Georgia Power Co., which is a subsidiary operating com- 
pany of the Southern Cos. He said that in view of the rail costs of 
shipping coal in to Georgia from mines to the north, they had figured 
out that it would make more sense for the Southern Cos. to build a 
steam plant outside the State of cary on the Tennessee River and 
ship coal by river from west Kentucky and southern Illinois fields 
down to this steam plant in northeast Alabama and transmit the 
power from it over into Georgia, which would deliver power in 
Georgia for their own companies at a less cost than would be required 
to build steam capacity and generate it in Georgia, the difference being 
the reduced cost of coal by virtue of the fact that you could now navi- 
gate the Tennessee River. 
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We took rather keen pleasure in writing to Mr. Yates in response 
to their request for TV A’s cooperation in doing whatever TVA might 
need to do to pave the way for them to build a plant on the Tennessee 
River. In my letter to Mr. Yates, which was some year or so ago, I 
told Mr. Yates that the TVA could not possibly have objections to the 
Southern Cos. building a steam plant on the shores of the Tennessee 
River, even though it were in TV A’s power service area; that this was 
a free country ; ths at if they could buy a site on that river, they were, 
of course, able to build a plant there; that the TVA was glad tio know 
that the navigability of the Tennessee River made possible by the 
dams built by the TVA made such a plant site attractive to the South- 
ern Cos., and that by doing so the navigation benefits of the Tennessee 
could be shared with the power consumers of the State of Georgia. 

I am sure Mr. Yates was in a position to appreciate that comment 
because his companies at the time of the debate over the enactment of 
the TVA Act, in subsequent constitutional litigation on the TVA Act, 
had expensive lawyers making as solid a case as they could that any 
money spent to make the Tennessee River navigable was a waste of 
money and the country would never get any good out of it. 

As you know, the turn down of this particular offer from Mr. Yates, 
which came under date of Februar y 9, apparently had something to do 
with Mr. Yates showing up later with Mr. Dixon, of Mid-South 
Utilities, to spawn the Dixon- Yates proposal of December 25. 

You will notice, Mr, Chairman, that the TVA’s contacts with this 
thing during that period of 2144 months between December 7 and 
March 3 were more in the nature of feeling some of the effects of the 
negotiations and explorations about the future of the TVA that were 
being conducted by the Atomic Energy Commission rather than any 
direct understanding of it because of these effects. 

Now, let me make some comments about the February 25 proposal. 

According to the chronology of events in this August 21 release, the 
February 25 proposal from Dixon-Yates is the proposal discussed 
earlier, and as I study this record, it must be the proposal or some- 
thing like it, which was discussed in January even before the Presi- 
dent’s message became public. 

We were not told anything about the negotiations that were going 
on that way. 

One of the most interesting sentences in this letter proposal of Feb- 
ruary 25, the first Dixon- Yates proposal so far as I know 

The Cuamman. Will you pardon me for one question? Did the 
President consult with you at all before he delivered his message? 

Mr. Capp. There was no direct contact between the President and 
the TVA Board or any member of the TVA during that time or at any 
time while I was Chairman of the Board. 

The Cuatrman. He delivered that message without consulting you 
at all, or any other member of the Board ¢ 

Mr. Cuarr. Mr. Chairman, the text of the message which was to be 
included pertaining to the TVA was reviewed with me by the Director 
or the Assistant Director of the Bureau of the Budget before it went 
to the Congress, and the gist of that portion of the message was relayed 
and related to me during the Desaber 17 meeting with the Bureau of 
the Budget. 

One of the most interesting sentences in this proposal from Messrs. 
Dixon and Yates under date of February 25 is this: 
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We are confident that private industry can match and better TVA competition. 


This was signed by Mr. Dixon. Mr. Dixon was an official not only 
of the Mid-South Utilities Co. but also a participant and official m 
the Electric Energy, Inc., private syndicate which had been brought 
into being in a hurry to build the Joppa steam plant. I want to relate 
as briefly as I can the story of that Joppa steam plant because this 
proposal and this whole record are full of references to what these 
private companies can do to match or better TV A’s performance, and 
no reference is made in this record that I have yet found that comes 
clean about the Ebasco fiasco story of the Joppa steam plant. 

Back in 1950, Mr. Chairman, the TVA was told by the Atomic 
Energy Commission that they were considering construction of a new 
gaseous diffusion plant at Paducah, Ky., which would require 1 mil- 
lion kilowatts of power. Could TVA develop a proposition and a 
program, either alone or in collaboration with a private company, to 
supply that power in time to start operation of the atomic energy plant 
when it was built? We said we would do our best. 

We immediately went into conference with the largest utility near- 
est to or within reach of the Paducah area, the American Gas & Elec- 
tric Co. They are an efficiently operated company. They have one 
of the best records of aggressive capacity expansion and transmission 
development of the operating utilities. The man who is in charge of 
it is an excellent operator and executive, Mr. Phil Sporn. We sat 
down with him with specifications in our hands from the Atomic En- 
ergy Commission—this was in the fall of 1950—to see what we could 
devise as a joint project between the TVA and the American Gas & 
Electric Co. to build a new plant to supply steam electric power for 
the Paducah plant, yet to be built. 

We almost reached an arrangement in our conferences that could 
have resulted in a joint proposal by the American Gas & Electric and 
the TVA tothe Atomic Energy Commission for this 1 million kilowatt 
load, but Mr. Sporn for reasons which seemed entirely good and suffi- 
cient decided not to join in the proposal. 

I mention that only for this reason: The TVA was not averse, in 
the interest of helping out the Atomic Energy Commission, to doing 
its duties as a supplier of national-defense loads to reach the most 
efficient arrangement possible to supply that power. We tried and 
Mr. Spawn tried, but we were not able to wind up a proposal which 
made sense to both of us. 

We therefore notified the Atomic Energy Commission, and they 
said to us: 

You give us a proposal, therefore, by describing the means by which TVA will 
supply this 1 million kilowatts at Paducah. 

We did so. This was worked out at great speed. We went to the 
Bureau of the Budget with the Atomic Energy Commission people, 
und got a request sent to the Congress for the money with which to 
begin to build the Shawnee steam plant to supply this 1 million kilo- 
watts of power while the Atomic Energy Commission was getting the 
money with which to build the Paducah atomic-energy plant. 

We had had our hearings in the House on the basis of the TVA as 
supplying the full 1 million kilowatts. A very few days later we 
were notified that the AEC had changed its mind and had succeeded 
in getting organized through the efforts of one of the Commissioners, 
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a new syndicate of private utilities which later became known as the 
Electric Energy, Inc., and that they had submitted an offer to supply 
one-half of the million kilowatts and therefore the AEC asked us to 
revise our plan, to reduce the plan so the ‘TVA would supply only 
one-half. 

We went back to the House Committee on Appropriations with our 
revised request. We interposed no objection to the sudden change 
of mind on the part of the AEC. We felt somewhat embarrassed 
by having presented a full-scale program to the House committee, 
then found later that AEC had changed its mind, but one is accus- 
tomed to embarrassments in this business. 

To make a long story short, the minute it was announced that Elec- 
tric Energy, Inc., with Ebasco as its contractor, was going to build 
the Joppa steam plant, and the TVA was going to build the Shawnee 
steam plant—on one side of the Ohio River and the other—the electric 
industry hailed that as a race between the TVA and the private utili- 
ties to show once and for all that the private utilities could do these 
job a lot better than the TVA could. 

They were scheduling the Joppa plant to be built by Ebasco to come 
into operation a couple of months before the TVA Shawnee plant. All 
of the allocations of materials like steel, copper, aluminum, and gener- 
ating units, and so on, were allocated in order to achieve that schedule. 

The upshot of that story is that both Electric Energy, Inc., and 
TVA were behind on their schedules, but instead of the Electric 
Energy people bringing their Joppa plant into operation first as 
scheduled, the TVA brought its first unit in away ahead and within 
its estimates as submitted to the Bureau of the Budget and the Con- 
gress and the AEC at the time we got the money to start building. 

As a matter of fact, the TVA had all of its commitment of 4 units 
at the Shawnee plant in operation before the Joppa plant had com- 
pleted more than 2. 

We did it within the estimate of cost that we had made and we met 
their schedule. They didn’t come anywhere near their estimate of 
cost and their estimates, of course, for the Joppa plant have been 
going up as they have gone on to complete it. 

Mr. Dixon was one of the officers of that company. Yet he says 
with a straight face in here that private industry can match and better 
TVA competition. 

In that meeting of December 17 with the Bureau of the Budget, 
I wanted to be sure that Mr. Hughes and the President knew about 
that statement because it seemed to me relevant to the wisdom of 
whether the AEC should seek to have a repetition of the old Ebasco 
fiasco experience at the Joppa steam plant. I told them about it 
that is, I told the Bureau of the Budget—and, of course, the AEC 
knew all about it because they are picking up the check. 

So when Mr. Dixon and Mr. Yates appeared with their February 25 
proposal—a proposal to locate a plant in the flood plains of the Mis- 
sissippi River west of Memphis—with no assurance that it can be 
kept out from under water in time of flood unless there is great 
expeditures by the United States Government in building dikes and 
levees around it, and when their estimates of cost contained in the 
February 25 proposal are reminiscent of the kind of experience re- 
flected in the Joppa-Ebasco business, and then when I later discover, 
on going over this record, that these people expect to use Ebasco to 
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he ' build the Dixon-Yates plant, I just wonder how long it takes some 
ly 4 of these agencies to learn the facts of life as they go through them. 
to A But here is the Dixon-Yates proposal emanating from the same 
ly 4 group, with the exception of Mr. Yates, which carried the Atomic 
4 Energy Commission and the Bureau of the Budget and the taxpayer 
ir a through the costly miserable experience in the construction of the 
re P Joppa plant. 
d All of those excess costs at the Joppa plant will be paid for by the 
e, Government. There is little or no risk assumed by the E lectric 
S- ‘ Knergy, Inc., group. 
4 There is another significant—— 
a 7 The CHatrMAn. How much more did it cost to build the Joppa 
d 4 plant than originally estimated ? 
e ' Mr. Ciapp. TVA estimated at the time it made its proposal to the 
c i AEC that it would build its 4 units at the Shawnee steam plant for 


- : 3145 or $146 per kilowatt of installed capacity. The Joppa esti- 
mates were somewhere in that neighborhood. TVA actually built 
those 4 units for a little less than $146 a kilowatt. The Joppa plant, 
the last figure that I saw, was moving up into the neighborhood of 
$198 per kilow: att, a very substantial increase; and being built on 
a veritable cost-plus basis, of course the Atomic Energy Commission 
would have to pay for it through the higher power rates they would 
be charged for the power. 

One of the ae things that shows in this proposal of Febru- 
ary 25 is the use of a figure of $200 per kilowatt as the basis for 
; the original—I assume it is the original—Dixon- Yates proposal. 

The CHarrMAN. You couldn’t prove it by us. 

Mr. Crarr. I am not sure that it was myself, Mr. Chairman, but 
there it is. 

They use as the basis for their proposal an estimate of $200 per 
kilowatt for the construction of this plant west of Memphis which 
they propose to build. They say that they get this $200 from TV A’s 
estimate of what. it would cost to build the Fulton plant at the Fulton 
site, which TVA was not allowed money with which to build. 

The Atomic Energy Commission people received this proposal and 
took that figure on its face value, apparently on the say-so of Messrs. 
Dixon- Yates, and I suppose Mr. Seal of the Ebasco C o., and didn’t 
check with us until March 3 whether that figure was right. 

If the Atomic Energy Commission had even taken the time to check 
into the TV A’s testimony from which this figure allegedly was lifted 
they would have found that it was an excessive figure, not even TV A’s 
estimate of steam unit costs at the Fulton plant. 

I mention that not so much because it is a high figure but because 
in the hurry to expedite this business, the Atomic Energy Commission 
; people who were assigned the job of exploring this way to get out- 
{ side power apparently were willing to accept these figures from 

Messrs. Dixon-Yates. It was not until TVA was brought into an 
analysis of the February 25 proposal, beginning with the meeting of 
March 3, that the bite began to be put on the Dixon-Yates proposal 
to bring it down to a point where it might begin to come within reach 
of making some sense from a financial point of view. 

TVA’s major contribution to the Dixon-Yates negotiation, there- 
fore, is not as a participant, but as a group of experts drawn in by the 
Bureau of the Budget after these things had been pretty well shaped, 
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with no opportunity to argue about the wisdom of where this plant 
was to be or whether the idea made any sense at all, but just to examine 
figures, arming the Atomic Energy Commission and the Bureau of 
the Budget with the expert knowledge which in my judgment they 
lacked, in order to carry on this kind of negotiation.for power supply. 

Of course the most curious thing about ‘this whole business is that 
by the time the February 25 proposal came in, what had started out 
to be an attempt on the part of the Atomic Energy Commission to 
get power for itself at Paducah, had quickly changed to become a 
means by which an outside group would supply power to the TVA 
and, as Chairman Strauss in his letter of March 3 to Mr. Dodge, the 
then Director of the Budget, said, in his analysis of the Dixon- Yates 
proposal of February 25, in explaining the higher costs incorporated 
in this proposal than would be involved in the existing contract 
between the TVA and the AEC for Shawnee power, he said: 

Since the proposed plant would be built to provide additional power for TVA, 
this increased cost should be assumed by that agency— 
meaning TVA. 

Here we have the Bureau of the Budget instructing the AEC to 
negotiate power for the AEC, inviting in heads of private utilities who 
have been traditionally and over a long period of time hostile to the 
TVA, planning the TVA’s future, coming up with a Messrs. Dixon 
and Yates proposal not to supply power to the AEC but to the TVA, 
and the AEC turning around and saying that because it costs more 
than TVA power, TVA should be expected to pay the difference. 

There is a word for that process, but I can’t use it here. 

The 1 ant alysis made by the Atomic Energy Commission of the Feb- 
ruary 25 proposal then became the subject of study by the TVA power 
Sains in cooperation with the Bureau of the Budget, Mr. Adams 
from the Federal Power Commission staff, and the staff of the Atomic 
Energy Commission. TVA’s people helped make it possible for the 
Bureau of the Budget and the AEC to get Messrs. Dixon and Yates 
to make a little sharper proposal, to sharpen their pencils a bit. Out 
of that came their second proposal. I assume it is the second. It is 
dated April 10, 1954. 

The Crarrman. I want to repeat, you cannot prove it by this 
committee. 

Mr. Crapr. I wish I knew, Mr. Chairman. It would be an inter- 
esting part of this history. This may have started in the summer of 
1953, for all I know. 

In the April 10 proposal, which is signed by Dixon and Berry, 
Berry representing the Southern Co., so I am sure it is safe to call this 
another Dixon-Yates proposal, they say : 

In considering our proposal for purpose of comparison it is important to bear 
in mind that there are two classes of factors to be weighted. One class includes 
those where a Government agency enjoys advantages not available to private 
industry and with which private industry cannot hope to compete—Government 
credit, freedom from taxation, certain subsidies, et cetera. 

I could hold forth at some length on that sentence, but in the interest 
of getting to a more interesting 

The Cuarrman. There is no hurry about this at all. We have lots 
of time. Why do you not go into that? The committee is very much 
interested in your comments on that. 
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Mr. Ciare. Let me make one comment on it, then, Mr. Chairman. 

Of course the Government has an advantage in being able to borrow 
money at a lower rate of interest than a private utility. That is one 
of the reasons why the Government, it seems to me, in financing its 
biggest national-defense program, atomic energy, and having this 
great TVA, owning it lock, stock, and barrel, should borrow its own 
money with which to expand the power capacity of the TVA in order 
to serve itself, the Government. 

Of course, it is an advantage. One of the reasons we have a Gov- 
ernment is to achieve some advantage through Government. I don’t 
see why it should not be enjoyed and used, especially in the interest 
of national defense. 

Messrs. Dixon and Barry, for Mr. Yates in this case—— 

The CuHairMan. Is that what you call socialism ? 

Mr. Cuarp. I suppose that that has something to do with it, Mr. 
Chairman. Those who use that word “socialism” carelessly would 
cover our schools and roads and navigation improvements and our 
harbors and so on, as an evidence of socialism because they are things 
performed by the Government, which things achieve an economic 
purpose. 

Of course, if you try to get the Government out of these things, I 
keep wondering where we are going to stop. Maybe we could contract 
our armed services out to private enterprise in order to get the Gov- 
ernment out of the national-defense business, but I don’t—I mean 
when you start to carry to their logical end the doctrines which these 
critics apply to Government functions, it presumably means that 
the Government will engage in none of these functions. 

This letter goes on to say : 

The other class of factors has to do with performance. As to the latter private 
industry can perform at least as well as Government and is willing to face any 
fair comparison, 

When I read that sentence in this letter I carefully read the rest 
of it to see if there was any reference to the Ebasco fiasco in which 
Mr. Dixon had played such a major part, but there is no mention of it. 

Maybe they don’t think the Joppa steam plant-Shawnee steam 
plant example was a fair comparison, but they certainly thought it 
was going to be because they hailed it as an opportunity to demonstrate 
that the TVA was a duck and could not come in on time. 

From all the earmarks of the history of the efforts of Ebasco in 
promoting and arranging these things, starting with Electric Energy, 
Inc., and the Joppa steam plant and Ebasco now reappearing in the 
Dixon- Yates proposition, we will have to figure out a new name, Mr. 
Chairman, for the kind of fiasco that this will represent if they ever 
start building that plant on the quicksands on the western slopes of 
the Mississippi River. 

There isn’t much difference, really, between the February 25 pro- 
posal and the April 10 proposal from these same gentlemen. It is 
a better proposition as revised in the April 10 proposal, and to the 
extent that it is better, TVA ought to get the credit because TVA 
pointed out most of the things that were wrong and ought to be 
whittled and cut in the February 25 proposal. But not even TVA 
experts could make a good proposition out of this. This, if entered 
into—I don’t know what the final contract will be, for I have not seen 
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it—if it is anything like this April 10 proposal, the Government is 
going to pay in excess power costs over what it would pay if it got 
the power through the TVA at least the equivalent of the cost of the 
plant during the life of the contract and not own it after it is paid for. 

If you figure it on the basis of the analysis of this proposal made 
by the TV A experts who really know this business, this proposal, if 
brought into contract form and if carried out, will cost the Govern- 
ment enough more in excess power costs on an annual basis for the 
life of the contract to pay for the Dixon- Yates plant twice, still leav- 
ing the ownership in the hands of the Messrs. Dixon and Yates and 
their companies. 

The Cuairman. Can you put that into dollars? 

Mr. Ciapr. You can figure it this way: On the basis of the Bureau 
of the Budget’s and the AEC’s own figures, the excess costs over what 
it would cost throughout TVA are around $3.3 million a year. If you 
multiply that by 25, which is the period of the contract, leaving out the 
two 5-year extensions, you get something approaching 80 or 90 million 
dollars as a minimum. 

They estimate the total cost of the plant at about $107 million, if I 

recall the figure correctly. The TVA’s appraisal of those figures, for 
comp: wrative purposes, puts the excess annual costs at. about $5.5 mil- 
lion per year. So if you multiply the $5.5 million by 25, you get more 
than the cost of the plan. 

Why do I say they will pay for it twice? If the Government paid 
Dixon- Yates enough to cover the operating costs, to cover the interest 
on the money, and depreciation, they would be paying in their power 
bill for the using up of that plant. Theoretically there wouldn’t be 


anything left to own if you fully depreciated it during that time. 

But when the excess power costs equal again the cost of the plant, 
then you are actually paying for it twice. 

If the Federal Government on the other hand were to et 


the money to the TVA to build the Fulton plant, the TVA would get 
from the power it would sell from that plant sufficient funds to carry 
operating expenses, depreciation, payments in lieu of taxes to the 
States and counties, and a 4 percent return on the investment the 
Government has in it, the money costing the Government around 2 
percent. 

Or if you want to put it another way, the Government would pay for 
the plant only once, would own it all the time, and would be getting 
some revenue from it in addition. 

The Cuarrman. The other way they pay for it twice and don’t 
own it when they get through. 

Mr. Crapr. That is right. I don’t think that is a good proposition 
for the Government. 

The Cuarrman. That is very simply put, I think everybody under- 
stands that now. 

Mr. Criapp. To go on with this record, in the April 10 proposal 
there are some cancellation provisions. This is not a contract that I 
am reading. This is their proposal. This termination provision, as it 
is called, appears on page : 31 of the release of August 21 by the Atomic 
Energy Commission. It s#ys: 

The buyer may assign any balance to another governmental agency at an 
inereased price to be approved by the Federal Power Commission, such price to 
inelude recognition of any increased costs then encountered or foreseen by the 
seller. 
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Who is the buyer in this case? The buyer in this case presumably 
is the Atomic Energy Commission. The sellers are Messrs. Dixon and 
Yates. In the event the Atomic Energy Commission wants to cancel 
this contr: and it propeses certain conditions under which it can 
be phism with 3 years’ notice after the plant begins to operate—the 
AEC could assign any balance of liability of that contract and the 
power output to be supplied from it to another governmental agency. 
I assume that means the TV A, because I can’t think of any other gov- 
ernmental agency that would be in a position to handle quantities of 
power on that scale. 

But that balance to be assigned to another governmental agency, 
the TVA, would be at an increased price, not the price the AEC had 
contracted for with the Dixon-Yates, but at something in excess of 


that. 


Such price to include recognition of any increased costs then encountered or 





foreseen. 

Some guess about the future Messrs. Dixon and Yates. 

All that can mean, it seems to me, is that this proposal sets the stage 
for the Atomic Energy Commission, if this turns out to be a contract 
between the AEC and Dixon-Yates, to unload this contract on the 
TVA at a higher price. 

What does it mean beyond that? To me it is fantastic that the 
United States Government through its Bureau of the Budget and the 
Atomic Energy Commission, would even consider entering into a con- 
tract which contains provisions by which they later can put the TVA 
at the mercy of Dixon-Yates. I would suppose that the TVA was just 
as much a part of the Government as the Atomic Energy Commission 
or the Bureau of the Budget. Why should they combine with Dixon- 
Yates to write provisions into a proposal to set the stage for a later 
squeeze play on the TVA? It is difficult to believe, but there it is. 

I mentioned a moment ago that when Chairman Strauss of the 
Atomic Energy Commission sent over to the Bureau of the Budget 
their analysis | of the Dixon- Yates proposal, they pointed out that the 
Dixon-Yates proposal would of course cost the Government more 
money than getting power through the TVA, and that in as much as 
they, the AEC, were doing this for the TVA, the TVA ought to pay 
that extra money. The TVA objected to that, but the AEC persisted 
in making that suggestion to the Bureau of the Budget. 

The question was unsettled when I left the TVA in May. I had 
been called to Washington on at least two occasions and possibly three, 
on notice that the Senate Appropriations ¢ — Was going to go 
into this Dixon-Yates proposal on the basis of a report from the 
Bureau of the Budget, but each time I got here the hearings were post- 
poned because the ‘Bureau of the Budget hadn't yet made its report. 
So I didn’t get an opportunity to answer any questions before the 
Senate Appropri iations Committee on the Dixon- Yates propos: al. By 
the time hearings were held on the subject, not before the Senate Com- 
mittee on Appropriations but the Joint Atomic Energy Committee, I 
was no longer with the TVA. 

After I left, according to this record, the Director of the Budget 
on June 16 sent a letter to Dr. Curtis, the Vice Chairman of the TVA 
Board, and that letter contains this interesting bit of information: 
Before I give it, let me remind you, Mr. Chairman, that this started 
out, according to what we were told, as aw instruction to the Atomic 
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Energy Commission to go out and negotiate a contract for power sup- 
ply to the AEC, not the TVA, so that the AEC would release the TVA 
from that much of its commitment of power from the Shawnee plant 
to the Paducah plant. On June 16 this letter from Mr. Hughes to 
Dr. Curtis of the TVA says: 

It should be noted that TVA will be expected to bear all costs necessary to 
receive the contract power at contract delivery points and all other costs in 
connection with its distribution throughout the TVA transmission system, that 
AEC will bear all local, State, and Federal taxes payable under the terms of the 
contract by the Government. 

You remember the proposal as of April 10 providing that any taxes 
that Dixon-Yates would have to pay even to the Federal Government 
would be paid for by the Federal Government. 

The letter goes on to say: 

It is understood also that AEC will maintain in force its Fulton contract 
with TVA at Paducah. 

Apparently the TVA had some difficulty interpreting that in the 
light of what they had previously been told, that this was to be a con- 
tract for the AEC, not the TVA, and that the TVA would be released 
from part of its contract with the AEC. According to this, the AEC 
would hang on to all the power that TVA would have to take the 
Dixon- Yates power and pick up the check for the extra cost, except 
for Federal, State, and local taxes. 

That is the letter which includes the phrase: 

At the President’s request instructions have been given the Atomic Energy 
Commission to proceed with negotiations with the sponsors of the proposal made 
by Messrs. Dixon and Yates with a view to signing a definite contract on a 
basis generally within the terms of the proposal. 

I find to my great satisfaction a letter from the Board of TVA, 
dated July 2, which was some time after I left, raising numerous objec- 
tions to the Dixon- Yates proposal and particularly to the notion that 
the TVA would remain committed to serve atomic energy without any 
release for the 600,000 kilowatts at Paducah. 

This letter also covers the analysis that had been made by TVA 
experts during the winter months after March 3 and which show 
the excess costs to the Government each year. 

I think, Mr. Chairman, although the letter is long, that it would 
be an important addition to this record if this letter of July 2 were 
put into the record at this point. 

The Cuarman. It is so ordered. 

(Not furnished in time to be printed.) 

The Cuarrman. Do you have a summary of the additional cost? 

Mr. Criarp. The summary of the additional costs is substantially as 
I gave them to you a minute ago: $5.5 million a year in extra costs as 
figured by TV A’s power experts, $3,695,000 as figured by the Bureau 
of the Budget and the AEC. On either basis, even accepting the lower 
figure, it is not a very good financial proposition for the Government. 

I have one other document that I would like to refer to, and that is 
much later. Mr. Hughes replies to Dr. Curtis’ letter of July 2. In 
his reply he changes his position again. He says in this letter: 

It is expected that AEC will reduce its commitments from TVA in the amount 
of approximately 600,000 kilowatts of capacity as contemplated in the President's 
budget message. 
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He, in effect, says that his letter of June 16 had not been in accord 
with the President’s budget message. 

What was taking place, I am atraid, Mr. Chairman, is that what 
started out—and it may have been intended in good faith—as a way to 
find an outside source of power for the Atomic Energy Commission, 
quickly turned into a joint negotis ition with Dixon-Yates, unfriendly 
and hostile to the TVA; and AEC apparently seeing the turn this 
was taking, was willing to go ahead and complete the negotiations, but 
it didn’t see why it should be expected to pick up the extra cost and 
that they should be passed on to the TVA. 

The only way I can summarize that whole arrangement on the basis 
of what I read in this and upon the basis of my own experiences per- 
sonally around the edges of the last winter, is that these agencies were 
willing to go to these lengths and let the Dixon-Yates group write 
a ticket for the future of the TV A if thereby the Bureau of the Budget 
could avoid having to reconsider the request for funds to construct 
the Fulton steam plant. 

I see it as an indirect way of accomplishing what Mr. McAfee in 
his very candid letter put as the third alternative, a less direct method 
of accomplishing what Mr. McAfee thought could better be accom- 
plished by following method No. 1 or method No. 2, namely, force the 
munic ipalities of the Tennessee Valley to buy power from these out- 
side companies, throw them to the wolves, or throw the TVA to the 
wolves. 

The third alternative, the plan that he discussed with the Atomic 
nergy Commission, he put as No. 3. Somehow it was maneuvered 
uround to a point where it will accomplish the same purpose if it is 
consummated, 

I think it is unwise policy. I don’t see how it can be defended. I 
wish the President understood more about it. 

The CHarrMan. This committee is trying to help the President 
understand it. 

Mr. Ciarp. Sincerely, Mr. Chairman, I hope that you are success- 
ful in getting a better understanding of it, because the great resource 
of this country embodied in the TV A, its record of efficiency, its record 
of probity, its record of leadership in this field, and the example that 
it has set, is about the only effective instrument the Federal Govern- 
ment has with which to discipline, in creative fashion, this electric 
monopoly that has the responsibility for keeping this country supplied 
with power. If it is not maintained at maximum efficiency, and if it 
can be destroyed as a result of this kind of proposal, to which later the 
southern companies will come along, I would suppose, and propose a 
similar arrangement to the south of TVA, and companies to the north 
will propose a similar arrangement on the northern border of the TVA, 
it would not be long before the takeover of the equivalent of the atomic 
energy load, by forci ing the TVA to buy this higher cost outside power, 
will bring TVA rates up in quick ese nations and the private utilities 
can then point to the TVA area and say, “Look, their rates aren’t any 
lower than ours.” From then on, the public will be thrown into a 
period just as mystifying as the 1920’s as to what made electricity 
cost so much. 

I hope that we are not in for that period again. 

Thank you, Mr. Chairman, for your patience. 
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The Cuarrman. Thank you very, very, much for your clear state- 
ment. 

We will adjourn until 9:30 o’clock tomorrow morning. 

(Whereupon, at 3:40 p. m., the subcommittee recessed until 9: 30 
a. m., Saturday, October 30, 1954.) 
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SATURDAY, OCTOBER 30, 1954 


Unrrep States SENATEy 
SUBCOMMITTEE OF MONOPOLY AND ANTITRUST, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met at 9:30 a. m., pursuant to recess, in room 424 
of the Senate Office Building, Senator William Langer (chairman) 
presiding. 

Present: Senator Langer (presiding). 

Present also. Sidney Davis, counsel to the subcommittee. 

The Cuarrman. The committee will come to order. 


We will proceed, Mr. Davis. 
TESTIMONY OF GORDON R. CLAPP—Resumed 


Mr. Davis. Mr. Clapp, at the close of yesterday's testimony you 
testified that you regretted that the President did not have a more 
full understanding of this matter, and intimated that perhaps he was 
not as fully informed as he could be. Is it not true that the President 
is kept informed by his associates and assistants on his staff; or, what 
did you mean by that ? 

Mr. Crapr. I meant this, Mr. Davis, that it is difficult for me to 
understand how the President could approve this Dixon-Yates pro- 
posal and order the Atomic Energy Commission to proceed with 
negotiations on the basis on the April 10 Dixon- Yates proposal in the 
light of what he said in his budget message of January 21, 1954. 

Now, I don’t know what the President has been told about it, of 
course, and I don’t know how thoroughly he has been briefed. The 
record of documents released by the Atomic E nergy Commission and 
the Bureau of the Budget under date of August 21, 19% 54, contain the 
memorandum of April 24 from Rowland Hughes, Director of the 
Budget. It is a memorandum for the President and consists of 2 
pages, in my judgment, it is an exceedingly slanted presentation of 
the advantages and disadvantages of the Dixon- Yates proposal and it 
is notable for the things that it doesn’t say 

Now, if I didn’t know much about the private utilities, if I didn’t 
know much about the intricacies of taxation, and if I knew very little 
about the TVA and its record of 20 years, and I had a memorandum 
such as the Hughes memorandum of April 24 put before me asking me 
to approve the Hughes’ memorandum, I can imagine I might oe 
O. K.’d it. 

Now, this memorandum certainly plays down the disadvantages 
inherent in the Dixon- Yates proposal. Its reference to the excess costs 
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to the Government which the Dixon-Yates deal involved are under- 
stated but it is described as— 
a practical way of carrying out the objectives stated in the budget message. 

That is a quotation from the memorandum. 

Now, in Mr. Hughes’ very brief and terse and abbreviated explana- 
tion of the Dixon-Yates proposal, the very manner of presentation 
resolves all doubts about the Dixon-Yates deal in favor of Dixon- 
Yates, and by skillful innuendo would encourage the reader fo the 
memorandum to believe that the TVA doesn’t know much about the 
power business, 

Let me be specific. In Mr. Hughes’ reference to the difference in cost 
to the Government of going ahead with the Dixon- Yates deal as com- 
pares with the cost of getting the power from the plant that might 
have been built by the TVA, he says: 


The difference is due largely to a calculated higher cost of coal at the new 
plant— 


meaning the Dixon- Yates plant— 


because of added distance from the source of supply. 
Then, he goes on in a note to say this: 


The new Fulton plant proposed by TVA would be in the same area and would 
have to meet added costs of coal possibly as great as mentioned above. 

Well, the analysis of the Dixon- Yates proposal, compared with the 
proposed TVA Fulton steam plant made by TVA’s power experts, 
whose cumulative experience in this particular type of problem would 
surpass by far anything that the Atomic Energy Commission or the 
Bureau of the Budget or the Federal Power Commission could muster 
for such an ans alysis, is discounted by this brief note. 

The site of the Fulton steam plant on the Mississippi River is about 
30 miles north of Memphis. The proposed site for the Dixon- Yates 
steam plant on a very erratic west bank of the Mississippi across the 
island from Memphis is about 50 miles farther downstream from the 
Fulton site. The source of coal supply for either plant would be the 
west Kentucky and southern Illinois coalfields, and by rail or barge 
that additional distance is going to cost more money. For Mr. Hughes 
to wipe out that difference by saying that the new Fulton plant pro- 
posed by TVA would be in the same area, “it would have to meet added 
costs of coal possibly as great as mentioned above,” is an exceedingly 
misleading statement. It will not bear up under careful, knowledge- 
able analysis backed up by experience in this business. 

TVA is one of the biggest coal buyers in the country. It was one 
of the most experienced power agencies in both hydro and steam gen- 
eration, in both hydro- and steam-plant construction, and for the 
experience of TVA’s experts to be brushed off in as important a ques- 
tion as this, in a memorandum to the President from one of his trusted 
advisers, seems to me something that approaches dereliction of duty. 

Then, there follows in the memorandum to the President the figures 
comparing the proposed Dixon-Yates steam plant with the TVA pro- 
posed Fulton plant by which the Bureau of the Budget, the AEC, and 
Mr. Adams from the Federal Power Commission’s staff, arrive at a 
figure of excess cost to the Government annually of $3,685,000 attrib- 
utable to the Dixon-Yates proposal. That is to say, the Dixon-Yates 
proposal by their own figures would cost the Government $3,685,000 
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a year more than the power would cost from the proposed Fulton 
steam plant. 

Now, there is a small item in that calculation of the Bureau of the 
Budget, the AEC, and Mr. Adams,’ which was pointed out by TV A’s 
experts as an outright error in multiplication. It is only $200,000 a 
vear but when the T'VA ex <perts pointed it out to the Bureau of the 
Budget boys and made it perfectly clear that they had just made a 
mistake in ‘multiplying some figures, giving the Dixon- Yates proposal 
a $200,000 advantage on an annual basis, the 1 response was: 

Well, that is a small error, and we don’t have time to correct it in the tables we 
will present to the Congress. 

I daresay that if the TVA experts had had a little more time on the 
subject they probably would have found some more errors of addition, 
and subtraction, and multiplication, and division. 

Now, no mention of that rather shoddy type of staff work upon 
which the President of the United States was asked to approve a recom- 
mendation to provide this nice windfall for two large holding com- 
panies in their proposed steam plant—in this memorandum after Mr. 
Hughes presents the figures, he adds a note, and I quote from page 2 
of the April 24 memorandum : 

TVA contends that the difference is understated to the extent of $1,882,000. 
Experts of the AEC and Federal Power Commission believe this amount involves 
items of judgment, which are speculative and should not properly be used in 
measuring the reasonableness of the proposal. 

That ends the quotation. Now, let me comment on that. As I say, 
if I were reading this memor andum, and I were being asked whether 
I would approve : the recommendations contained at the bottom of this 
memorandum, namely, to go ahead with the Dixon-Yates proposal, 
and if I didn’t know much about the TVA, the phrase, “TVA con- 
tends” would suggest to me that it is a kind of an obstreperous outfit 
that is contentious and argumentative and imbued with doctrine that 
by all means a public operation should receive precedence over a pri- 
vate operation. It would arouse some impatience with me, and I 
would be inclined thereby to discount their judgment. 

Then, “experts of the AEC and Federal Power Commission” would, 
of course, impress me—men who are thoroughly versed in these matters 
of negotiating contracts with private-utility companies. If I were 
the Director of the Budget advising the President on a matter like 
this, I would feel compelled, no matter what my own views were, to 
remind the President that these experts of the AEC were the ones who 
negotiated the Ebasco fiasco deal, and I, receiving the memorandum, 
would want to know that story in some detail. 

There is no suggestion in this memorandum that TVA experts have 
on the record of performance a much better and more substantial and 
more intimate experience in this business of appraising private-utility 
power proposals than either the AEC or the PC. The FPC is not a 
negotiating body. The TVA has lived through negotiations with 
pr ivate- utility companies, Mr, Chairman, all through these 20 years. 
The TVA knows its business in this field. The experts of the TVA 
are in a much better position either on the basis of accuracy of calcu- 
lations, or on items of judgment to appraise the phoniness of this 
Dixon- Yates deal. 

Now, following in this memorandum upon w hich T assume the Pres- 
ident’s decision to instruct or order the AEC to proceed and which was 
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the basis for Mr. Hughes’ letter of June 16 to the TVA Board instruct- 
ing them to proceed to negotiate, the memorandum goes on to say: 


The difference in taxes is self-explanatory. 


Well, I wonder if it is. Now, if I in reading this memorandum 
were an expert in the intricacies of Federal and States taxes, it might 
possibly be self-explanatory, but even then I doubt it. The Govern- 
ment under this deal is going to reimburse Messrs. Dixon and Yates 
und their various colleague companies for any State and local taxes 
and, so far as I know, they are going to reimburse them even for the 
Federal taxes which they will be expected to pay upon their profits 
from this deal. 

Now, that means the Federal Government is going to pay money to 
them. Money is money. Whether it is paid out to Dixon-Yates in 
order to reimburse them for taxes which ey will pay to Arkansas, it 
is still a cost to the Government. But Mr. Hughes dismisses the whole 
business by saying “The differences in taxes is self- explanatory.’ 
There is no mention made in here, either, of this very interesting possi- 
bility; if, as this contract which I haven’t seen requires the TVA to 
take this power from the Dixon- Yates plant, if it can stay above water, 
the TVA turning this power into general uses in the valley will also 
have to make payments in lieu of taxes to the State of Tennessee on the 
basis of the revenues obtained from the sale of this power purchased 
from Dixon- Yates. So, there will be a double tax burden paid by the 
Il‘ederal Government by virtue of the special mechanics of this par- 
ticular deal. 

This memorandum was written, Mr. Chairman, at a time when the 
record shows that the AEC was insisting that they not be relieved, or 
that TVA not be relieved of its commitment to the AEC, but that this 
power be purchased by the TVA from Dixon- Yates, and AEC to con- 
tinue to use the power committed to it from the Shawnee plant at 
Paducah. There is no reference to that. Of course, it would have 
made the memorandum longer, but it might have made the picture a 
little more clear. 

The memorandum then goes on to say: 

About $600,000 of the difference in operating and transmission cost is in the 
eXtra-transmission costs alone, due to the location outside the TVA area. 

There is no explanation as to why it had to be located outside the 
TVA area. Why deliberately invite additional costs? These costs 
nullify the benefits that can be achieved through good engineering and 
good location. There is no mention, either, of the inevitable difficul- 
ties that this ill-fated Dixon-Yates idea will meet in building on the 
site they say they are going to build on. There is no mention of the 
probabilities, if this thing should by some queer combination of cir- 
cumstances go through, that the Army engineers will very probably 
be instructed to request of the Congress funds in a rivers and harbors 
bill to build some protective dikes around the site where this Dixon- 
Yates plant is proposed to be located. This site, Mr. Chairman, is 
in one of those sections of the Mississippi River where the shoreline 
has a way of moving around. The channel of the Mississippi changes 
its course, and it will take considerable extra cost. to alls that site 


feasible, safe, and dependable for a big steam plant. There is no men- 
tion of that possibility in this memorandum. 
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Now, there is a sentence later in the memorandum which says, and 
[ quote: 

A contract with the private utilities would have cancellation privileges, 
whereas the TVA construction would have a fixed Federal investment. 

Now, if I didn’t know much about the TVA, and I read that, that 
would suggest to me that that certainly is a very potent argument in 
favor of the Dixon-Yates deal. But if I knew a little bit about the 
TVA as I read that statement, I w ould mentally add in my mind to 
the phrase “a fixed Federal investment,” the sentence : 
from which the Treasury would be repaid in 40 years and the Government would 
still own a good steam plant and the revenues therefrom. 

There is no mention of that in this memorandum. I don’t know 
whether the President knows that. It is a rather important item to 
consider in getting a question of important public policy. But, Mr. 
Hughes chooses to be silent on the subject. 

Now, the memorandum goes on to say: 

Acceptance of this utility offer will be agreeable to the AEC if it is deter- 
mined by higher authority as administration policy to obtain the advantages 
of the use of private power notwithstanding the additional cost for taxes and 
interest, plus an estimated $1 million or about 5 percent increase in annual 
operating costs. 

In the light of the record, that was the end of the quotation; that 
statement in my judgment takes the prize for cryptic understatement. 
It says it will be agreeable to the AEC. The record shows that prior 
to this date of April 24, on April 16 to be exact, Commissioners Smyth 
and Zuckert, of the AE C, sent a letter to Mr. Hughes, the Director of 
the Budget, in which they characterized this proposal i in this fashion : 
They ¢ all it an awkward and unbusinesslike w ay by which another 
Federal agency becomes concerned in the power business. 

Then, they go on to say in this letter: 

It has been our observation in Government administration that arrangements 
which are obviously incongruous at the outset tend to become even less clear-cut 
because no one can foresee what contingencies may arise over a long term of 
years. 

There is more in the letter that indicates that the phrase, “agreeable 
to the AEC” was covering a lot of disagreeable discussion and dis- 
agreement within the Atomic Energy Commission. The communica- 
tion that your committee rec eived and dealt with yesterday, Mr. 
Chairman, adds a new and interesting footnote to that point. 

In that same section of the memorandum that I quoted, there is the 
phrase, “the advantages of the use of private power.” ‘That may 
mean something to Mr. Hughes; I don’t know what it does mean. 
Does it mean that the kilowatts are different? Does it mean that the 
energy has more potency! That there is a greater affinity for achiev- 
ing nuclear fission? I don’t know what he means by it. I hope he 
was asked what he meant by it. 

Now, he may be suggesting that from a doctrinary point of view it is 
better to have power - generated by private outfits than it is by a Gov- 
ernment-owned operation. Well, the record of the TVA, its ability 
to power the atomic energy program in the first instance, during the 
war, revealed some advantages of a Government operation with a good 
record. That received no mention in this important memorandum to 
the President. 
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That may help to explain why this decision may have been taken 
on the basis of too little understanding of the facts heard or the factors 
or facts involved. Then this note is added: 

This difference would be reduced if actual operating costs should prove to be 
higher for TVA. 

There is no reference to TVA’s record of performance in that re- 
spect. TVA’s record on operating costs is one of the best records in 
the history of the utility business. The private utilities know it. 
That is why they would like to do something to make that record less 
good. 

The probabilities, assuming that TVA continues or is permitted to 
continue as an organiaztion of high efficiency and devotion to the pub- 
lic service, is that TV A’s proposed or estimated operating costs for the 
Fulton steam plan would be less than their estimates, and not higher. 

And in the light of the Ebasco fiasco business, and with Mr. Hughes 
knowing that if the Dixon-Yates proposal went ahead, Ebasco would 
be in there building that outfit, this little note in the memorandum 
from Mr. Hughes to the President is an innuendo not in the slightest 
degree justified by the record. It isexceedingly misleading. 

The memorandum later on says that both TVA and the private 
utilities will do a good engineering job. Now, Mr. Hughes was cer- 
tainly justified in including TVA in that sentence. He has facts to 
back up that assertion. The TVA has a record of doing good engi- 
neering work for the past 21 years. But, in the light of the Ebasco 
failure on the Joppa steam plant, both as to overrunning their esti- 
mates of cost, faulty design of their boilers, higher coal costs than they 
estimated because of the design difficulty with their boilers, and they 
had to buy washed coal, and ‘that increases the expense of the opera- 
tion. In spite of that experience into which the AEC had earlier 
negotiated itself, Mr. Hughes sees fit to advise the President that he 
has nothing to worry about if he should approve the Dixon- Yates 
proposal. 

It is, again, somewhat misleading. 

These are details, Mr. Chairman, yes. But there is implicit in this 
whole proposition a very inportant question of public policy. What 
is the best thing for the United States Government to do? 

I don’t think that this memorandum gave the President a very good 
basis upon which either to understand what he was getting into or 
the reasons why it was being proposed. The memorandum goes on 
to say: 

This proposal] by the utilities is reasonable and fair. There is a difference in 
reported costs which will be emphasized by the opponents. However, a large 
part of it is due to the special privileges of TVA in taxes and interest. 

Now, I don’t know whether Mr. Hughes knows, although I am sure 
some of his staff in the Bureau of the “Budget know, that without re- 
gard to taxes or interest, the power production costs of the TVA are 
about half the national aver: age of comparable production costs by pri- 

vate utilities. There are some special reasons for that, Mr. Chair- 
man, that have nothing to do with taxes or interest or any of these 
debatable questions. The TVA has built more economically than 
most private utilities build. The TVA has been able to build within 
a compact period of 20 years, and thereby develop a system that is 
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mostly modern and that is an advantage. But it is an advantage that 
the Government enjoys. It shouidn’t be apologetic about it. 

Moreover, the efficiency of the operation of these steam plants de- 
pends in large part upon the purchasing policies and effectiveness in 
obtaining coal supplies. The TVA has an excellent record in that 
respect. “When it made its estimates for the Shawnee steam plant at 
Paducah, those estimates for operating costs were based upon a figure 
of about 18-cents per million British thermal units for coal. As a 
result of imaginative mobilization of coal supply it is now, or the 
last time I saw figures before I left the TVA, was achieving coal 
purchases for the great Shawnee steam plant at less than 16 cents 
per million British thermal units. Whereas coal costs for the Joppa 
plant, across the river, were going up, and fast. It takes organiza- 
tion to buy large quantities of coal, and the TVA has a record of 
which the country can well be proud in that respect and those things 
affect the operating costs of a steam plant very, very substantially. 

I could go on in some greater detail, Mr. Chairman. 

The CuarrMan. We have lots of time, so go right ahead. You go 
into all of the detail you want to. We have all day. 

Mr. Ciapr. But this memorandum—— 

The CuarrMan, It is very, very important, and I think that the 
whole Senate would be glad to have you go into detail. 

Mr. Criarr. This memorandum, as I say I don’t know whether this 
was all of the information that was available to the President, but if 
it was I can understand why he approved the recommendations urged 
upon him by his assistants. But it is most unfortunate that he should 
be encouraged to a decision such as this, namely approval of the 
Dixon- Yates deal on the basis of this kind of a memorandum. That 
is from one of his principal aides, the Director of the Bureau of the 
Budget. 

If there had been any desire to obtain the expert views of the TVA 
firsthand on this, I am sure that the TVA would have been glad to 
suply it to the President. But the TVA, while I was there, was not 
asked to supply it. 

Now, that is what I had in mind when I said I wished that the Pres- 
ident. understood this better. 

Mr. Davis. Mr. Clapp, the date of this memorandum to the Presi- 
dent is April 24, 1954; that is correct, is it not? 

Mr. Criarr. That is right. 

Mr. Davis. And if [remember correctly, you testified yesterday that 
you retired as Chairman of the TVA, I think it was May 16, i954? 

Mr. Carr. May 18, 1954, Mr. Davis, my term expired, and I left 
the TVA. 

Mr. Davis. You were Chairman of the TVA when this document 
was written, were you not, sir? 

Mr. Cxarr. That is right, sir. 

Mr. Davis. And this is a communication from, and I will read the 
heading: 

The Executive Office of the President, Bureau of the Budget, to the Presi- 
dent— 
is that correct? 

Mr. Crarr. That is right. 

Mr. Davis. And the Director of the Bureau of the Budget who 
wrote this communication, or at least assumes responsibility for it, is 
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one of the principal assistants to the President, is that correct? 

Mr. Crapp. Yes. 

Mr. Davis. And one of his principal advisers; is that not correct ? 

Mr. Cape. That isa regular function of the Director of the Budget. 

Mr. Davis. The title of this memo, and I read it: 

Proposal made by private utilities te furnish power to the Atomic Bnergy 
Commission pursuant to policy announced in the 1955 budget message. 

That is correct, is it not? 

Mr. Crarr. That is what it says, yes. 

Mr. Davis. Now, the President, if I recall correctly, sir, sometime 
later in August ordered a full disclosure to be made by the various 
agencies of the Government with regard to the Dixon-Yates deal, do 
you recall that, sir, as reported in the press ¢ 

Mr. Cuarp. I recall reading about it in the press, yes. 

Mr. Davis. And subsequently, sir, the Bureau of the Budget and 
the AEC both released a sheaf or sheafs of mimeographed documents 
from their files purporting to be a full disclosure of everything that 
had gone on with regard to the Dixon-Yates proposals. Do you 
remember that, sir? 

Mr. Ciarp. I remember the reports in the press to that effect. 

Mr. Davis. Now, this document, this memorandum to the President 
was included within that public disclosure. Have you seen any of the 
documents of the disclosure, sir? You have seen the mimeographed 
sheaf that was handed out of these documents? 

Mr. Crapr. Well, I have here, and I have made frequent reference 
to them yesterday, of both the Atomic Energy Commission release of 
August 21, and the Bureau of the Budget release of August 21. 

Mr. Davis. So far as these documents disclose, sir, this memorandum 
is one of the principal documents advising the President on the Dixon- 
Yates deal, is it not? 

Mr. Crarr. It is the only document in the record as released which 
would fall in that category, yes. 

Mr. Davis. Now, the document states, sir, on the first page: 

There has been intensive review of this offer by the AEC and TVA experts and 
Mr. Francis L. Adams, Chief of the Bureau of Power, Federal Power Commission, 
borrowed for this purpose by the Bureau of the Budget. The agreed upon state 
of facts shows— 

That is the end of the quotation. You were Chairman of the TVA at 
this time, you testified, sir? 

Mr. Crarr. That is right. 

Mr. Davis. Did the TVA agree to this state of facts ? 

Mr. Ciapp. No; the TVA did not agree to the statement of compari- 
son developed by the Bureau of the Budget, the AEC, and Adams of 
the staff of the FPC. The TVA power experts who analyzed the 
Dixon- Yates proposal as of February 25, which was brought to our 
attention on March 3, and the April 16 Dixon- Yates proposal raised 
many questions about the analysis developed by the Bureau of the 
Budget, the AEC and the FPC by Mr. Adams. ‘The way the TVA’s 
analy sis was reflected was in a table showing the Bureau of the Budget 
and the AEC an analysis, and at the bottom of the table was a section, 
“Adjustments TVA would make in the above analysis,” or words to 
that effect. 

A careful reading of the full table would show that whereas the 
Bureau of the Budget and the Atomic Energy staff held that the addi- 
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tional cost to the Government was three million six hundred thousand- 
some-odd-dollars, the additional cost to the Government under the 
TVA analysis would result in an excess cost of some $544 million a 
year. 

* The treatment of TVA’s analysis in this April 24 memorandum was 
in my judgment the device of brushing it off. : 

Mr. Davis. At any rate, sir, is it correct to say that the TVA 
was not given an opportunity to see this memorandum before it went 
to the President with a view to possibly inserting any corrections 
from its own point of view ¢ 

Mr. Cuarr. Well, I was Chairman of the TVA Board on April 24 
and prior to it, and the first time I saw this memorandum, of course, 
was when I obtained copies of these public releases. The answer to 
your question is no, the TVA was not given an opportunity to review 
this document, and probably there is no reason why it should have 
been. 

Mr. Davis. That is correct, sir, but if you had been given an 
opportunity to review it, would you have agreed to the state of facts 
on behalf of TVA? 

Mr. Cuiapp. Of course we wouldn't. 

Mr. Davis. Mr. Clapp, on the basis of this disclosure of this memo- 
randum, it is fair to say, is it not, that the President was not really 
fully or accurately informed as’ to the Dixon-Yates proposals? Is 
that correct, sir? 

Mr. Crarr. Certainly if this memorandum was the full extent of 
his knowledge, it was a very skimpy basis upon which to have to make 
a judgment. 

Mr. Davis. That would be true on the basis of your testimony, is it 
correct to say, both because of mistakes in arithmetic and inaccura- 
cles, errors in statement and failure of full disclosure of all of the 
facts? Is that correct, sir? 

Mr. Curarp. I think so; yes, sir. 

Mr. Davis. As a matter of fact, isn’t it true that this memorandum 
would be apt to give the reader, in this case the President, a some- 
what misleading picture or distorted view of the situation regarding 
the Dixon- Yates proposal ? 

Mr. Ciarp. It certainly seems so to me. 

Mr. Davis. And the President was apparently asked to approve 
this deal on the basis of this memorandum; is that not so? 

Mr. Cuarp. Yes, the last paragraph of the memorandum asks the 
President : 

Will you authorize us to instruct the AEC to proceed to complete arrangements 
for a contract with the private utilities on the general basis outlined above. and 
to instruct TVA and AEC to work out the related interagency arrangements to 


assure the most favorable operation from the standpoint of the Government? 
We so recommend. 


(Signed) RowLanp HuGHEs. 


Mr. Davis. Do you think anyone would be able to exercise a truly 
informed judgment on the Dixon-Yates deal on the basis of this 
memorandum ¢ 
_ Mr. Crarr. No; I don’t see how anyone could arrive at a very good 
judgment on the basis of the information contained in this. 

Mr. Dayts. Do you know whether the President made any effort 
to be better informed ? ' 

Mr. Crare. No; I don’t know. 
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Mr. Davis. You were the Chairman of the TVA, sir, and as such 
you were one of the principal power officers of the Government. Did 
the President ask you for any further information ¢ 

Mr. Ciarr. No; he didn’t. 

Mr. Davis. Did he submit this memorandum to you? 

Mr. Cuapr. No; he didn’t. 

Mr. Davis. By the way, Mr. Clapp, is it not true that the Chairman 
of the TVA is a nonpolitical office 

Mr. Crarr. Oh, yes; it is true. 

Mr. Davis. And so stated by the act itself, if I remember correctly ; 
is that true? 

Mr. Crarr. The act specifies three Directors appointed by the Presi- 
dent and confirmed by the Senate, and contains provisions in it which 
make it very clear that the whole TVA, from top to bottom, is a non- 
political agency entrusted with heavy responsibilities for the develop- 
ment and operation of the properties in that area. 

Mr. Davis. I note that in the memo, Mr. Hughes, apparently an- 
ticipating possible objections to the memorandum, states : 

It is, of course, clear that this proposal will be subject to strong political 
attacks by the proponents of the continued use of Federal funds to build up the 
TVA powerplants. 

The Cuatrman. We will have to, suspend for just a moment. I 
have an important telephone call. 

( Brief recess. ) 

The CuatrmMan. We will proceed. 

Mr. Davis. I was asking you just before this recess, Mr. Clapp, or 
I had just asked you, about the nonpolitical status of the chairmanship 
of the TVA and I was asking you to comment on the statement in the 
memorandum of Mr. Hughes to the effect that this proposal will be 
subject to “strong political attacks.” Will you comment to the com- 
mittee on that ? 

Mr. Criapp. Well, I suppose that what Mr. Hughes was talking 
about was the experience he had had up to this time with the public 
interest frequently aroused and shown whenever matters affecting the 
TVA were under consideration. When this proposal first was made 
known to the TVA in March after it had been cooking with the AEC 
for several months, I pointed out to Mr. Hughes that this was a mat- 
ter of important public policy and that the problem of power supply 
in the Tennessee Valley affecting as it did the TV A’s ability to service 
national-defense installations is of the greatest importance and the 
continuation of TVA at its maximum efficiency was a matter of im- 
portant public concern, and that any attempts to take advantage of 
the TVA in a situation like this would undoubtedly prolong high and 
heated political discussion. 

I am sure that it wasn’t necessary for me to tell Mr. Hughes that. 
Anyone who has been around very ‘long knows that the status of the 
TVA is an important public question. It seems to me that this ref- 
erence to it in the memorandum, where it says: 


will be subject to strong political attacks by the proponents of continued use of 
Federal funds to build up TVA powerplants and to maintain lower power rates 
through the special interest and tax advantages enjoyed by TVA, 

that is a quote from the memorandum of Mr. Hughes of April 24—is 
a rather cavalier reference to the history of an important public issue 
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as exemplified not only in the history of the TVA but the history of 
the whole conservation movement, Mr, Chairman. 

If I did not know much about that history in reading this memo- 
randum, I would assume that it just meant that some gentleman up on 
the Hill would find fault with this proposal on the ground that it was 
going to subsidize Messrs. Dixon and Yates. 

The Cuairman. Would you say that in some respects, Mr. Clapp, 
it is similar to William Howard Taft staying with this fellow Dol- 
linger, when he was President, when the whole conservation question 
was up, and Pinchot was leading the fight for the people for conser- 
vation? As quick as the people had a chance to express themselves, 
Mr. Taft carried two States in the entire United States of America, 
and if you look back to the press now you remember how popular 
the newspapers said Mr. Taft was up to the very day of election. 

Mr. Ciarp. Mr. Chairman, one of the frustrating experiences I had 
during the last 6 months I was with TVA was to come up against 
the lack of understanding or concern about the deep roots that the 
whole conservation of natural resources program has in the minds 
and hearts of the people of this country. I was told that electricity 
was a technical matter and one shouldn’t get so excited about it. Well, 
anyone who had been with the TVA and in the Tennessee Valley 
as long as I had, some more than 20 years, and had seen the effects 
that abundant electricity have upon the living and lives of people, 
that kind of a reference to the subject of electricity not only left me 
rather cold but somewhat frustrated. It indicated to me a lack of 
understanding of what really is a most important question. It is more 
than just a political question; it is a question that affects the lives and 
living of many, many millions of people. 

Mr. Davis. Are you through, Mr. Clapp? 

Mr. Crapr. Yes. 

Mr. Davis. Well, Mr. Clapp, is it fair, therefore, to say that the 
statement of Mr. Hughes in this memorandum is an attempt to fore- 
close any further discussion or criticism of this proposal by character- 
izing it and stigmatizing it in advance as political ? 

Mr. Cuarr. | would certainly so interpret it. 

Mr. Davis. Mr. Clapp, did the President ever ask you to comment 
on this memo as Chairman of the TVA? 

Mr. Crapr. No. 

Mr. Davis. Did the President solicit your views in any way on this? 

Mr. Criarp. No. 

Mr. Davis. Did he solicit your judgment ? 

Mr. Ciarp. No; there was no contact with the President on my part 
with this question. I had hoped that there might be because this 
was a subject that reached to the very heart of the effectiveness of 
the TVA. In times past whenever matters affecting he TVA were 
on the President’s desk it was customary for the President to call in 
the Chairman of the Board of the TVA and ask him about those 
things face to face. Those questions did not come up very often in 
the history of TV A’s 20 years. The TVA found very little occasion 
to bother the President. But whenever the President had a subject 
on his desk that affected the TV A it was customary for the TVA to be 
called in and asked for its views and its judgment on the matter. 
There was no such opportunity in this instance. 

52390—54—pt. 2——27 
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Mr. Davis. Neither your judgment nor your information nor your 
views were solicited as Chairman of TVA;; is that correct ? 

Mr. Crarr. That is correct. 

Mr. Davis. Did Admiral Strauss ever consult you about this 
matter ¢ 

Mr. Criarr. No; I had no conversations with him on the subject. 

Mr. Davis. Admiral Strauss was entering into a power contract, 
was he not? 

Mr. Ciarp. He was under instructions to explore this possibility 
and he had authorized his aids to proceed to develop this Dixon- 
Yates proposal. That is correct. 

Mr. Davis. Did Admiral Strauss make any attempt to confer with 
you or consult with you about the Dixon- Yates proposal ? 

Mr. Criapp. No, he did not. 

Mr. Davis. Mr. Clapp, you have spent a large part of your young 
life in government. Have you ever heard of the President personally 
ordering a contract to be entered into before? Do you know of any 
instance of that, sir? 

Mr. Crarp. I don’t recall any such instance. The reason I hesitate 
is this: Of course, the President is the Chief Executive of the Gov- 
ernment and if in his judgment a contract should be entered into, it 
is quite within his prerogatives and authority to say that such con- 
tract shall be negotiated and consummated. 

Mr. Davis. Well, sir, I don’t raise any question about the Presi- 
dent’s authority or prerogative to do so. My question is directed 
rather toward this end: It is my understanding, sir, that the Presi- 
dent is on a high policy level and makes determinations of policy and 
broad principles. Do you know of any instance where the President 
entered into the details of a contract to the extent of determining who 
should be the recipient of it ? 

Mr. Crarr. Not in TVA’s experience. 

Mr. Davis. Mr. Clapp, you have testified that the TVA budget for 
the fiscal year 1953 included a request for the Fulton steam plant, and 
you have also testified that when the Eisenhower administration took 
over, the Fulton plant or at least request for the Fulton plant was 
eliminated from the budget or the requested appropriations. Will 
you tell the committee why, in your opinion, this was done ¢ 

Mr. Crapr. Well, the reason given was that TVA’s estimates for 
the future power needs of the Tennessee Valley were overstated, and 
that the Tennessee Valley wouldn’t need anywhere near as much 
power 3 years hence as the TVA said it would. We made our repre- 
sentations to the new Director of the Bureau of the Budget, or his 
aids, in support of retaining the Fulton plant proposal in the Presi- 
dent’s budget, but we were overruled on the ground that our forecasts 
for power requirements were overstated. It was on that basis that 
they eliminated the Fulton steam plant from the President’s budget 
when it was before the Congress as President Truman’s budget. The 
President Truman budget had included the Fulton steam plant. 

We later learned as a result of a visit which, as I recall, Governor 
Clement, of Tennessee, had with the Director of the Budget, Dodge, 
that Mr. Dodge had submitted TV A’s estimate of future power re- 
quirements or at least consulted with the Edison Electric Institute 
people to see whether TV A’s judgment about future power needs in 
the Tennessee Valley was exaggerated or not. So, Governor Clement 
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reported that Mr. Dodge’s action in eliminating the Fulton steam plant 
was based upon his consultations with the Edison Electric Institute. 

Now, the Edison Electric Institute is not the best source to get re- 
liable information about the power needs of the Tennessee Valley. 
Asa matter of fact, their record of estimates even for the areas served 
by the utilities that support the Edison Electric Institute have been 
consistently in error by understanding the future power requirements 
of the country. Of course, they have always attacked TVA’s estt- 
mates, or frequently attacked TV A’s estimates of future power require- 
ments as being excessive. 

Now, if the TVA has made errors in the past in estimating future 
power requirements for the Tennessee Valley, it has been on the side 
of underestimating them, too. TVA has been accused of overestimat- 
ing them, and, actually, if the TVA is to be criticized, it should be 
criticized for not estimating them high enough. But the Fulton steam 
plant was thrown out of the Eisenhower budget presumably on the 
basis of advice from the Edison Electric Institute as to the inaccuracy 
of TVA’s estimates of future power requirements. It was a very 
poor source of advice. 

Mr. Davis. Did you request an opportunity to appeal the Bureau 
of the Budget’s action to the President # 

Mr. Cuarr. Yes, I did. 

Mr. Davis. What success did you have ? 

Mr. Crapp. Well, I went to see Mr. Sherman Adams. This was in 
the late spring of 1933. 

The Cuatrrman. What year? 

Mr. Ciapp. It was 1953; 1 am sorry; 1933 is a key date in my mind, 
Mr. Chairman, and I frequently make that slip. I was late in getting 
to see Mr. Adams and I mean it was late in the calendar of the year 
1953 because I had been laid up in the hospital as a result of an air- 
plane crackup, but as soon as I was back on my feet, and I believe on 
my first visit to Washington from the valley, after that experience, 
I sought and obtained an audience with Mr. Sherman Adams in the 
White House. I told him that I wanted to be sure that the White House 
understood the consequences of Mr. Dodge’s decision to eliminate the 
Fulton steam plant from the TVA budget. I told him that I wanted 
to be sure that the President knew that the elimination of the Fulton 
steam plant from the TVA budget meant that in the fall of 1956 the 
Tennessee Valley would be going through a serious power shortage, 
and that I didn’t want to be derelict in my duty in having the Presi- 
dent understand that that power shortage would come in the early 
fall of 1956. I wanted Mr, Adams to understand, and I hoped that 
the President would understand, that a power shortage is more than 
just having some lights out. It means that factories have to reduce 
their operations, and that industries like aluminum plants and chem- 
ical plants have to curtail their operations, and men get laid off, and 
unemployment figures go up, and industrial expansion is threatened 
and stopped. I wanted to be sure, 1 told Mr. Adams, that the Presi- 
dent understood that. I didn’t want the TVA in the fall of 1956 to be 
accused of not having told the President that this would happen. 

Well, Mr. Adams assured me that the President understood that, 
and that seemed to be as far as I could go. That was my only con- 
versation with anyone in the White House directly on the vital sub- 
ject of power supply for the Tennessee Valley, and the national- 
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defense installations that are centered there. Of course, in the light 
of what happened, it is perfectly clear that my conversation with Mr. 
Adams was prob ably a waste of time, both for him and for me. Now, 
whether the President was teld what I told Mr. Adams, I have no 
way of knowing. But I felt that I had done as much as I could do 
to make sure that those in a position of high responsibility under- 
stood the consequences of eliminating the Fulton steam plant from 
the TVA budget. 

Mr. Davis. You say those in a position of high responsibility. Is 
it not true that the President is primarily responsible for this con- 
tract inasmuch as he has directed Mr. Hughes to direct the Atomic 
nergy Commission to go into negotiations leading into a binding 
contract ¢ 

Mr. Cuarp. That is certainly true. 

Mr. Davis. And Mr. Sherman Adams is a personal assistant to the 
President ? 

Mr. Cuapre. Yes, sir. 

Mr. Davis. And you did communicate your views to Mr. Adams? 

Mr. Ciaprp. I communicated my views to Mr. Adams as I have 
described, in the spring of 1953, appealing for the reinstatement of 
the Fulton steam plant. 

Mr. Davis. And you made every effort to see to it, sir, that the 
President who had assumed primary responsibility for this Dixon- 
Yates deal would be fully informed as to all of the implications, at 
least. as far as the TVA’s views about the Fulton steam plant were 
concerned ; is that correct, sir? 

Mr. Cuaprp. That is right. It should be clear, Mr. Chairman, that 
the conversation I had with Mr. Adams was several months, so far as 
I know, prior to the development of the Dixon-Yates deal. My con- 
versation with Mr. Adams was in the spring of 1953 when the 1954 
budget request was in the Congress, and it wasn’t until the following 
December that I knew that the Bureau of the Budget and the AEC 
were contemplating this exploration with the private utilities which 
developed the Dixon-Yates deal. I have never discussed either the 
implications or the contents of the Dixon- Yates proposition with Mr. 
Adams. 

Mr. Davis. Do you know whether the original conferences trying 
to set up the Dixon- Yates deal took place before or after your meeting 
with Mr. Adams. 

Mr. Ciapp. Well, I have no way of knowing, Mr. Davis, on the basis 
of this record of released documents by the AEC and the Bureau 
of the Budget. One would suppose that the development of the 
Dixon- Yates deal took place after my conversation with Mr. Adams. 

Mr. Davis. After your conversation with Mr. Adams in which you 
discussed the problem of the shortage of supply for TVA? 

Mr. Craprr. That is right. 

Mr. Davis. Do you know of any meetings between Mr. Tony Seal of 
Ebasco and the Director of the Bureau of the Budget at an earlier 
date than revealed in those documents? 

Mr. Crapp. No, I don’t know of any such meeting. 

Mr. Davis. I am referring to a meeting to discuss the Dixon- 
Yates proposal to build a plant. 

Mr. Criapr. The only meetings I know of prior to the meeting I 
had with Mr. Hughes, on December 17, 1953, are those meetings which 
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are disclosed in ee August 21 releases of the Bureau of the Budget 
and the AEC. I did not know about those meetings, of course, at the 
time I met with Mr. Hughes on December 17. I didn’t know about 
them, as a matter of fact t, until I saw these public releases of last 
August. 

Mr. Davis. Despite the fact that you were Chairman of the TVA; 
that is correct, is it not? 

Mr. Cuarr. That is correct. 

Mr. Davis. So far as you know, sir, after your meeting, or it was 
after you meeting with Sherman Adams in which you discussed the 
implications of the situation that these meetings looking to bringing 
Dixon- Yates into the situation were held, is that correct ? 

Mr. Capp. To the best of my knowledge, yes. 

Mr. Davis. Mr. Clapp, I have here the Wall Street Journal for 
Friday, October 29, 1954, and I would like to read to you 2 or 3 sen- 
tences from a column on the front page called Washington Wire, and 
ask you to comment upon it: 


Dixon-Yates debate would fizzle next week. The Joint Congressional Com- 
mittee on Atomie Energy starts hearings Thursday on whether to O. K. the con- 
troversial power contract. TVA and the Atomic Energy Commission are under 
heavy GOP pressure to agree on the contract’s terms, This would leave the 
Democrats little to argue over. 

Can you tell us anything about pressures to agree ? 

Mr. Cuarp. Well, pressures are an old story to me, as they are to 
anyone who occupies a responsible post in affairs of Government. 
With respect to the Dixon-Yates deal, the technique to which I was 
apparently subjected was less one of pressure than that of exclusion 
from what was going on. 

Mr. Davis. W Thy were you being excluded ? 

Mr. Cuarr. As I testified here yesterday, on the basis of reviewing 
the August 21 selective releases of the AEC and the Bureau of the 
Budget, covering the chonology of the spawning of this Dixon- Yates 
deal, between the meeting of December 17 with Hughes of the Budget, 
when we were told that the TVA wasn’t going to get any money ‘for 
new power capacity, , and the AEC was going to be asked to explore a 
means of AEC getting power from other than the TVA source, until 
March 3 in a meeting with the Bureau of the Budget, we were not 
advised as to the nature or scope or content of the AEC’s exploration 
on the subject. 

AEC in the meantime and even prior to December 17 had had 
these meetings with Mr. McAffee of the Union Electric Co. of 
Missouri, and the President of the Electric Energy, Inc. They were 
meetings in which the exploration of the AEC to get power for itself 
quickly turned into planning conferences on the future of the TVA 
without the TVA’s knowledge. That is what I mean when I say the 
technique used on TVA was one of exclusion rather than of pressure. 

Of course, as TVA was brought into conferences on the analysis of 
the February 25th Dixon- Yates proposal, and later on the analysis of 
the April 10 proposal, there were conversations in the meetings with 
the Bureau of the Budget and the AEC that were indicative of the 
desire, it seemed to me, for the AEC and the Bureau of the Budget to 
get a speedy resolution of this question in favor of the Dixon- Yates 
contract, or proposal. 

We were—and when I say “We” I mean the members of the TVA 
staff and I who were in these conferences—we had the feeling that 
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we were regarded as rather contentious, stubborn, unreasonable 
individuals raising all of these questions about the figures that AEC 
had garnered from Messrs. Dixon and Yates with the assistance of 
Mr. Seal of Ebasco, and we were made to feel that we were even 
splitting hairs on such questions, for example, as the $200 kilowatt 
figure in the original February 25, and I say original because I assume 
it was, the Dixon-Yates proposal. I testified yesterday about that 
proposal including cost estimates based upon a $200 kilowatt alleged 
TVA estimate for the cost of building the Fulton steam plant. The 
AEC had apparently accepted that figure as Dixon and Yates pro- 
posed without even bothering to check into TV A’s record of testimony, 
which was available to them if they had been inclined to look it up. 

When our people pointed that out to the AEC and the Bureau of 
the Budget. people, that meant, of course, that the whole figure had 
to be recalculated and it was rather bothersome. It was considered 
to be more or less a minor point. 


Then, as a result of TVA’s contribution to the squeezing of the 
water out of the February 25 Dixon-Yates proposal, Mr. Adams, 
that is not Sherman Adams, but Mr. Adams of the staff of the FPC, 
armed with the knowledge of the TVA, rather reluctantly accepted 
by our conferees, then went back into huddles with Ebasco and Dixon 
and Yates and the AEC, and as I gather from the record more or 
less told Dixon and Yates how they would have to revise their figures 
in order to make this more acceptable to AEC and the Bureau of 
the Budget. 

Out of that came the April 10 proposal. It was a much better 
proposal, or I think I should characterize it by saying a lesser evil. 

Now, we went into an analysis of that in collaboration with the 
Bureau of the Budget, Mr. Adams of the Federal Power Commission, 
and the AEC boys. One or two of our power experts who can do 
more than hold their own in any negotiation with anybody on power 
matters, as evidenced by the record of the TVA, devoted a terrific 
amount of time, over a period of I should say 10 days, and dropped 
everything that was on their calendar of work, carrying on the regular 
work of the TVA; to help the Bureau of the Budget and the AEC and 
Mr. Adams educate themselves on what was wrong with the April 10 
Dixon- Yates proposal. 

Then, I participated in a conference in the Bureau of the Budget 
with Mr. Hughes and Nichols of the AEC, in which this joint analysis, 
as it was called, was discussed. In that discussion most of the points 
to which TVA took exception in the Adams, AEC, BOB analysis 
were rather casually discussed as merely bookkeeping items, or items 
of speculative judgment, or all within the family, just phrases, “Well, 
that means taking money out of one pocket of the Federal Govern- 
ment and putting it into another.” 

We were made to feel that the concentrated attention which TVA 
power experts had put on that analysis of the April 10 proposal was 
considered by them not only as a waste of their time, a obstruc- 
tion, but just evidences of a contentious outfit, this TVA. 

Well, now, I don’t call that “pressure.” We are accustomed to 
argument, and argument is a good way to get at facts. Also it is 
a test of judgment. But in the light of the long history of TVA’s 
contribution to the atomic-energy program, and in the light of TVA’s 
long history of contribution to the national economy, and in the light 
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of the fact that it has built up one of the most competent staffs in 
the country, both private or public, in the field in which TVA is con- 
cerned, it seemed a little bit wasteful on the part of the Bureau of 
the Budget, of the AEC, to discount and later attempt to discredit 
TV A’s contribution to the attempt to save the Government from mak- 
ing a serious misake as proposed and negotiated by the AEC 
Dixon- Yates. 

Now, as I say, I don’t call that pressure, but instead of any sense 
of appreciation, which is not an important thing, we were made to 
feel that we were enclosing the machinery, and I dare say that is why 
we were excluded from so many of the exploratory conferences. 

Of course, if the administration was intent in the first place upon 
consummating the Dixon- Yates deal, they were well advised to exclude 
me and the TVA experts from the negotiations. We wouldn’t have 
gone along with it, and they must have needed that. 

So I would say that the technique was one of exclusion, using us 
to make the Dixon- Yates proposal a little less obnoxious and offensive 
to the public interest, but nowhere in the record is there any sugges- 
tions to the extent that the April 10 proposal represents a potential 
saving as against the February 25 proposal, that that might be a credit 
to the TVA. 

Now, one of the most disturbing things in this whole business was 
the apparent hostility and growing hostility of the Atomic Energy 
Commission’s staff in this matter. I can illustrate that this way: 
| was called into a meeting about mid- April by Mr. Hughes. It was 
a Friday. I remember it very well because TVA was scheduled for 
hearings before the Senate Appropriations Subcommittee on Inde- 
pendent Offices for the following Monday. 

We had made our plans to fly to Washington the Sunday before. 

[ got this call or this message from Mr. Hughts, either relayed or 
direct and I don’t reeall which, that it was very important that I come 
up there Friday, and that was the Friday before the Monday of the 
Senate hearings for a conference. 

I got word “back to him that I planned to be up there Sunday in 
order to be present for the hearings on TVA’s budget in the Senate 
and wouldn't it suffice for me to see him then. No; this was very 
important, very urgent, and he wanted me to fly up right away. 

Well, I got wor d back that the TVA plane was undergoing minor 
maintenance and wasn’t able to fly, but the conference apparently was 
considered to be sufficiently urgent that the atomic-energy people 
made their plane available to us and brought us to Washington. 

It developed that the conference was being called because TVA was 
going to appear before the Senate Appropri iations Committee the 
following Monday and the Bureau of the Budget wanted to be sure 
that the TVA would not undertake to discuss before the Senate com- 
mittee the April 10 proposals under analysis, the Dixon- Yates pro- 
posal of April 10 that was under analysis by the AEC. 

It seems that General Nichols had promised Senator Saltonstall, 
the chairman of the subcommittee, that he would have available— 
General Nichols would have available—an analysis of the Dixon- 

Yates proposal by that Monday, the Monday TVA was to be heard 
on its appropriations and its appropriation not including the Fulton 
plant. 

Well, it was apparent that the concern and the reason why the meet- 
ing was so urgent and why it couldn’t wait until Monday after we 
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had been heard by the Senate committee was that they were apparently 
a little apprehensive about what we would say about the Dixon- Yates 
deal. As I recall it, that meeting was the first time we saw the April 
10 proposal, although we had participated in an analysis of the Febru- 
ary 25 proposal. As I recall it, we were shown the April 10 proposal 
at this urgently called meeting just prior to our Senate appropriation 
hearing. 

Well, I explained to Mr. Hughes that TVA had no intention of 
opening up on the Dixon- Yates February 25 proposal before the Sen- 
ate Appropriations Committee. But, of course, if any member of 
the committee asked us questions about it, we would respond. The 
upshot of the meeting was that it was agreed that General Nichols 
would notify Senator Saltonstall that he, General Nichols, would not 
be prepared to present an analysis of the April 10 Dixon- Yates deal 
or proposal by Monday, and it was also agreed that General Nichols, 
in notifying Senator Saltonstall, would make no characterization of 
the latest Dixon-Yates proposal, either one way or the other, as being 
good or bad. 

It was also agreed that the Dixon-Yates proposal as of April 10, 
about which we were then advised, would be submitted to a joint 
analysis by AEC, Bureau of the Budget, and Mr. Adams, of the FPC 
staff and the TVA, and that such joint analysis would then be sub- 
mitted to the Senate Appropriations Committee by the end of the 
following week. 

And, with that crisis over, we went into our appropriation hearings 
the following Monday. About 5 minutes before I was to take the 
stand before the Senate Appropriations Committee to testify on 
TVA’s budget request I got a call from someone in the Bureau of 
the Budget who wanted to read to me the letter that General Nichols 
had already delivered to Senator Saltonstall, explaining why he 
wouldn’t be able to submit recommendations or analyses of the Dixon- 
Yates proposal. 

The letter was in accordance with our agreement, with one very 
notable exception. The letter contained a sentence which did char- 
acterize the Dixon- Yates proposal as a fair and reasonable one, offer- 
ing a good basis for negotiating a contract. That was definitely in 
violation of the agreement that we had had with the Bureau of the 
Budget, the AEC, in the meeting of the previous Friday, at which 
time the TVA had agreed not to raise the question of the Dixon- 
Yates proposal before the Senate Appropriations Committee- 

I felt the stage was being rigged a little bit. But being dutiful to 
the way you conscientiously play the game in the executive family, I 
didn’t open up the Dixon-Yates business before the Senate Appro- 
wriations Committee, but when Senator Saltonstall read Mr. Nichols’ 
ne into the record, and then, as he had a perfect right and basis 
for doing, interpreted the letter as indicating that this letter from 
General Nichols looked as though TV A’s power-supply problem was 
going to be worked out satisfactorily without the Fulton steam plant, 
I, of course, felt compelled to comment that I had no basis for being 
that optimistic about it at all. But that is all I said. 

Maybe I was derelict in not saying more. But this matter of 
adhering to the agreements that you make with other people is a 
matter of some importance to TVA, and so we abided by our end of 
the agreement even though they did not abide by theirs. 
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Well, I want to complete this thing. To me it is a rather important 
incident because it indicates attitudes and the way in which TVA was 
being used, while the monkey business went on around us. 

As a result of that letter that General Nichols delivered to the 
chairman of the Appropriations Subcommittee, our power manager, 
Mr. Weisenhauer, iieluded in a letter which he was writing to one of 
Mr. Nichols’ assistants, I forget which one, a paragraph which pointed 
out that General Nichols’ letter to Senator Saltonstall had gone beyond 
the scope of discussion which had been agreed to be limited in the 
meeting we had had with the Bureau of the Budget and the AEC the 
prec eding Friday. 

We heard through the grapevine that that letter was very irritating 
over in AEC, and a few days later I got a copy of a letter which Gen- 
eral Nichols had written to Mr. Hughes, the Director of the Budget, 
complaining about this obstreperousness of the TVA and suggesting 
that Mr. Hughes instruct Mr. Clapp on the administration’s objective 
in this matter. I don’t have that letter. It is in the TVA files or in 
the AEC files or the Bureau of the Budget files. 

Now, Mr. Nichols must have known what it was that Mr. Hughes 
was supposed to instruct me about. Presumably Mr. Hughes would 
know. I wasn’t instructed. And the only interpretation I can place 
upon it was that we were being very difficult and TVA was being very 
difficult in the smooth sailing of this Dixon-Yates proposal. And the 
Director of the Budget ought to do something about it. 

Now, that whole incident, minor as it is, and it is minor, reflects 
an attitude of hostility, certainly on the part of the AEC despite the 
fact that the TVA had saved them many, many times in their record 
of performance and despite the fact that the TVA had saved their 
operations many, many millions of dollars, not only in the cost of 
power to the AEC but in doing a superb job in the construction of the 
Shawnee plant, when Ebasco was burning across the river, and not 
only that but the very existence of the TVA had made it possible for 
AEC to get out of the OVEK group for the Portsmouth, Ohio, atomic 
energy program, a power rate millions upon millions of dollars less 
than the standard utility practices would have permitted. 

The TVA in this whole picture had contributed so much to the 
atomic-energy program that the least the TVA could have expected 
from the AEC would have been respect for its integrity, for its knowl- 
edge, and for its devotion to the cause of national defense and govern- 
mental efficiency, and then to have the general manager of the Atomic 
Energy Commission call upon the Director of the Budget to lecture 
the Chairman of the TVA Board on the objectives of the administra- 
tion in this Dixon- Yates deal seemed to me a new chapter in public 
service so far as I was concerned. 

I think that I have said enough on that subject. 

Mr. Davis. Mr. Clapp, as Chairman of the TVA, you were deeply 
concerned with the possible implications of the Dixon- Yates deal and 
its general undesirability, were you not ? 

Mr. Crarp. Would you repeat that ? 

Mr. Davis. I say, as Chairman of the TVA, you were deeply con- 
cerned with the general undesirability of the Dixon-Yates proposal ? 
From the point of view of the national interest, were you not, sir? 

Mr. Ciarr. That is an understatement, Mr. Davis. 
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Mr. Davis. All right. And the testimony you have just given, sir, 
would seem to indicate an attempt being made here to keep Congress 
from being fully informed as to your views, certainly at least as to 
the April 10 proposal, isn’t that correct ¢ 

Mr. Ciarr. Well, there is no question about that. 

Mr. Davis. And an attempt was made to surpress information that 
might have been given to the Congress to assist it in making any 
determination on this question, isn’t that correct, sir? 

Mr. Cuiarr. Well, I would put it this way, Mr. Davis, that an at- 
tempt was made and successfully accomplished to get TVA to withhold 
statements on the Dixon-Yates proposal until a careful analysis of it 
had been made, the second time, namely, the April 10 proposal. 

TVA being interested always in an orderly presentation of a factu- 
ally based judgment was of course agreeable to the executive branch 
getting all of its information in order before it dropped a proposal of 
this kind into the hopper of public discussion. 

It was also agreed upon in that Friday conference before the TV A’s 
appropriation hearings that this matter would be presented to the 
Senate Appropriations Committee while the TVA appropriation was 
still under consideration, and hearings were scheduled I think at 
least twice for that purpose. 

I was called to Washington to appear, and each time I got there I 
was told that the hearings had been called off. Consequently, by the 
time the Congress got around to an examination of the Dixon-Yates 
deal, I was no longer with the TVA. And of course this is the first 
occasion that I have had to present or relate my experiences in con- 
nection with this particular chapter of governmental history. 

I would have preferred, Mr. Chairman, and I am sure you will not 
misunderstand this, to have presented to the Congress through the 
Senate Appropriations Committee at a time when it might have had 
some effect upon TVA getting the Fulton steam plant in the appro- 
priations passed last summer, but I didn’t have such an opportunity. 

Mr. Davis. At any rate, sir, certainly; or is it your testimony that 
an attempt was made by the Bureau of the Budget and the Executive 
Office of the President to prevent you from testifying fully at that 
time to the Congress on your views as Chairman of TVA?! 

Mr. Cuarp. Well, I might not use the same words, Mr. Davis, but 
certainly they wanted us to proceed in an orderly fashion. 

Mr. Davis. C ertainly, the Bureau of the Budget objected or made it 
clear that it didn’t like the idea of your going before the Congress 
and presenting your full views at that time ? 

Mr. Crapp. That is correct. 

Mr. Davis. That is correct, sir? 

Mr. Crapr. Yes. 

Mr. Davis. And as a matter of fact, later on the Bureau of the 
Budget and the Executive Office of the President was told to instruct 
you on the basis of your apparent opposition to the Dixon- Yates pro- 
posal as to how to properly conduct yourself, as a member of the team; 
is that correct ? 

Mr. Crarr. I think that that is a fair interpretation of General 
Nichols’ plea to Rowland Hughes, to instruct me in the objectives of 
the administration. 

Mr. Davis. Now, you said something that interested me just before, 
Mr. Clapp, in connection with your relations with the AEC. You said 


















































stats tlic aenaDi 












ia aici xe 





sir, 


ress 
3 to 


hat 
ny 


at- 
old 
"it 


fu- 
ch 


of 


L's 
he 
as 
at 








POWER POLICY—DIXON-YATES CONTRACT 607 


that you should have and had every reason to expect a very friendly 
attitude from the AEC toward TVA;; is that correct, sir? 

Mr. Crapp. Yes. 

Mr. Davis. And you wouldn’t characterize that attitude as being 
especially friendly, would you? 

Mr. Ciapp. No; on the contrary, it began to show hostility. 

Mr. Davis. Well, Mr. Clapp, General Nichols was very critical, was 
he not, of the cost charges of TVA at the Paducah plant? 

Mr. Ciapp. I learned that after I left TVA on the basis of testimony 
he made before the Atomic Energy Joint Committee of the House and 
Senate, and in that testimony he cited figures to show that the cost 
of power for the Paducah installation of AEC from TVA was higher 
than the cost of power from the Electric Energy, Inc., Joppa plant, 
across the river. He also testified in such a manner as to suggest that 
the contract that TVA had with the Atomic Energy Commission 
should be disregarded or at least should be renegotiated because the 
TVA was ov ercharging the AEC. 

Well, that to me was incredible. As TVA witnesses pointed out, 
and that was after I had left the TVA, but as the TVA witnesses 
pointed out before that committee, the figures that Mr. Nichols was 
using to show a higher cost from TVA than from Ebasco, or Electric 
Energy, or whatever you want to call it, was based upon the interim 
supply of power for the Paducah plant, which TVA at the urgent 

request of the Atomic Energy Commission had garnered up from 
all of the teakettle steam plants all around the private utility areas, 
outside of TVA, to which TVA also added some of its own supply, 
on an emergency basis. 

Of course, it cost more than power from the Shawnee steam plant 
was going to cost. TVA worked hard to pull that power out of the 
utilities from the gulf area to the Great. Lakes, and the price that the 
AEC was paying was the price based upon what it cost TVA to get 
this high-priced power from these neighboring utilities. So, of course, 
it was high. 

Mr. Nichols knew that, but he didn’t explain it very well. Then 
he made no reference in that testimony, so far as I could read it, to the 
sorry unglamorous record of the Ebasco job at Joppa. 

Commissioner Murray, of the AEC, who had promoted that deal 
in the first place, as a Commissioner of the Atomic cnergy Commis- 
sion, had the good conscience and courtesy to testify before the Joint 
Atomic Energy Committee of the House and Senate that the Ebasco 
fiasco was a phrase justified in the light of the experience and that he 
was very much disappointed about it. 

Mr. Davis. Is this the same Commissioner Murray who abstained 
from voting in the letter we received yesterday ¢ 

Mr. Crapp. That is Commissioner Murray; yes. 

But all through this was that hostility, growing hostility, of the 
AEC, and while ‘T am on that subject I think it is important to remem- 
ber that this record which I have been discussing as revealed by this 
August 21 release of these documents from the AEC, and the Bureau 
of the Budget, indicates that all through the negotiations and explora- 
tions, as they were called, with Dixon- Yates, the Atomic Energy Com- 
mission, through letters of Chairman Strauss to the Bureau of the 
Budget, indicated that they weren’t going to pick up the check on 
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these excess costs of the Dixon-Yates proposal and that the TVA 
would have to bear them. 

Now, it was very difficult for me to understand, and it is difficult for 
me to understand today why when the AEC, having been instructed 
by the Bureau of the Budget to explore the question to see whether 
they could work out a satisfactory arrangement for AEC to get power, 

not the TVA, but AEC to get power from outside soure es, why when 
they reached the point w here they had a deal that was not satisfactory 
to the AEC but involved excessive costs, which they said must be 
borne by TVA, why didn’t Chairman Strauss report to the Director 
of the Budget, “We have explored this problem and we find that from 
AEC’s sti indpoint we cannot make satisfactory arrangements, period.” 

But he didn’t dothat. They proceeded to negotiate an arrangement 
for the TVA which in the judgment of the m: ajor ity of the AEC Com- 
mission would be objectionable to the AEC and appealed to higher 
authority to load these costs on to TVA. Chairman Strauss said in 
one of those letters, and it is in this record, that for the AEC to pick 
up this check would be a further subsidy to TVA consumers. 

Apparently, he is quite willing to have the United States Govern- 
ment ask the TV A consumers to subsidize Dixon- Yates, but not willing 
to have AEC subsidize and it would have been no subsidy, to the TVA 
consumers, but quite willing to have Dixon-Yates walk off with the 
gravy. 

[ call that an attitude of hostility toward the purpose and functions 
of the TVA written into the TVA Act by the Congress of the United 
States and experienced for 20 years, without which the AEC’s record 
of performance would be a lot less satisfactory than it is. I call that 
hostility. And I think it is very important, Mr. Chairman, for people 
to watch what happens in this arrangement. 

I read in the press that TVA has approved a contract with Dixon- 
Yates andthe AEC. I haven't seen the letter. I can assume, I think 
safely, that so far as that contract stands at the moment TVA is not 
being asked to pick*up the check for these excess costs which Admiral 
Strauss said would be a subsidy to the TVA power consumers if the 
AEC paid it. 

If the TVA board has said this is a satisfactory contract, and I find 
that difficult to believe, I can only conclude that TVA for the moment, 
in the writing of that contract, has been kept whole and that AEC 
has agreed to pick up the check for these excess costs. 

In the light of the insistence over the months on the part of AEC 
that they should not pick up the excess costs and in the light of the 
position taken by the Bureau of the Budget that TVA should pick 
them up, I don’t think that you can risk a plugged nic ‘kel on the 
assumption that the Bureau of the Budget and the AEC won’t change 
their minds again and have this contract rewritten at some later date 
so that TVA will in the end have to pick up the extra costs. 

It seems to me that they are quite intent upon that. And while 
for the moment they may have a document in the form of a contract 
about to be signed, and maybe it is signed, I don’t know, that seems 
to keep the TVA whole, I wouldn’t give a dime for the words that are 
pledged in that contract to that effect. They will be overridden any 
time the administration says they will. TVA will be helpless to do 
other than go along. 

Mr. Davis. What will that mean to the future of TVA? 
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Mr. Crarp. It means that the first step in the strangulation of its 
electric utility demonstration will have been taken, that the consumers 
of the Tennessee V alley will be marked for further victimization by 
the holding companies that surround the TVA to whose strength will 
have been added the strength of the United States Government : against 
one of its own agencies, the TVA. 

Mr. Davis. Mr. Clapp, do you feel the behavior of the Atomic En- 
ergy Commission and the attitude and behavior of the Bureau of the 
Budget raises —_ question as to their true motives ¢ 

Mr. Cuarr. I don’t think I am sure it raises a question about their 
motives. 

Mr. Davis. Is it fair to say, sir, on the basis of your testimony, that 
the true significance of the Dixon-Yates deal is that it will lead to the 
formation of a new combine of 2 large holding companies, each with 
a long history of aggressive hostility to TVA, acting in consert with 
2 Government agencies, the Bureau of the Budget and the Atomic 
Energy Commission, to squeeze the TVA or eliminate it, the TVA 
also being a Government agency, to squeeze the TVA into submission 
to the private utilities ? 

Mr. Cuarp. It is the only conclusion I can come to, Mr. Chairman. 

Mr. Davis. And the effect of this attempted destruction of the TVA, 
sir, will be to remove the kind of yardstick competition that TVA 
represents nationally so that the private utilities will then be able to 
dictate their own terms to the municipally owned and REA owned 
and public power owned plants; is that correct ? 

Mr. Crapr. Certainly, that is correct. 

And to that one might add that it will then realize the full advan- 
tages of private power, as Mr. Hughes referred to it. 

Mr. Davis. And this will result in the elimination of the greatest 
single competitive force in the country to the private power movement ; 
is that correct ? 

Mr. Crarp. Without question. 

Mr. Davis. And in that sense it will have a tendency to give re r 
strength to the movement toward monopoly and abuse of monopoly ; 
that correct ? 

Mr. Ciarp. That is correct, in my judgment, and not only that, but 
it will make power consumers weaker in their bargaining status with 
the private utilities. 

Mr. Davis. Is it correct to say, sir, that we have here, in effect, a kind 
of a new holding company, or a new kind of power en, a 4- 
party holding company, if you will, consisting of 2 private utilities 
and 2 Gov ernment agencies, seeking to squeeze out TVA? 

Mr. Cuapp. Yes. And I would be very much interested in seeing 
the charter of that new kind of holding company. 

Mr. Davis. This is not what you understand the new partnership 
power program of this administration to mean, is it, sir? Or is it? 

Mr. Crarr. Well, I have always had difficulty in understanding 
just what the administration did mean by partnership, and cert: rinly 
if this is the kind of partnership they mean, the sooner the country 
finds out some of the details about it the better the public interest will 
be served, and sooner. 

The Cuarrman. Well, the partnership would be like a wolf and a 
lamb going into partnership together, wouldn’t it ? 
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Mr. Carr. That is right, the lamb contributing its proteins to the 
increased strength of the wolf. 

Mr. Davis. And where are the sheep ? 

Mr. Cuiapr. Well, 6 million of them are in the Tennessee Valley and 
countless millions of them in other parts of the country to be fleeced 
by higher rates under somewhat euphemistic phrase of “free private 
enterprise.” 

Mr. Davis. Does the Dixon- Yates contract represent free enterprise, 
sir? 

Mr. Crarr. Well, that is really opening up amusing possibilities. 
The only enterprise that one can detect in the history of formulating 
this deal is the enterprise of the Bureau of the Budget and of the AEC 
in inviting the enemies of the TVA into secret conferences from which 
TVA was excluded, trying to sell the private utilities on the inviting 
prospect of grabbing off a chunk of TVA’s load, and getting a nice 
steam plant, assuming they can float it, in the bargain. 

Now, the word “free” applies very neatly, it seems to me, because 
Dixon- Yates will get a plant all right and TVA’s enterprise in the 
matter wasn’t given much opportunity. The TVA could build the 
Fulton steam plant for less money than it will cost the Government 
under the Dixon-Yates proposal, with more assurance that it will be 
a good steam plant, and not disappear under flood, with more assur- 
ance that its operating costs will be at levels achieved through high 
efficiency and good sts andards of economy in the purchase of coal, a 
plant that would pay for itself in Government hands, the Fulton plant 
would pay for itself in Government hands and the Government would 
still own it and own all of the revenues obtained from it after the 
Government has been paid back for it by the consumers of the ‘Tennes- 
see Valley. 

Now, Dixon and Yates have shown some enterprise. I have an 
interesting example of it right here. And this is the kind of enter- 
prise for which the private utilities are most noted. ‘This is a large 
advertisement that appeared in the Atlanta Constitution on Thursday, 
October 28, 1954, entitled “Straight Talk About the Dixon- Yates 
Proposal,” and this is an ad of the Southern Co., Atlanta, Ga., and 
Birmingham, Ala. 

It goes on to plead with the reader that they withhold judgment on 
this Dixon- Yates proposal until all of the facts are out. It is too bad 
that they didn’t use this space to give some of the facts. One of the 
facts I would be interested in knowing about is whether the Dixon- 
Yates contract, as now drawn, will reimburse the Southern Co. for the 
cost of the ad. The consumers of power somewhere in Alabama, 
Georgia, Mississippi, and Florida will either have to pay for this, or 
the Government will have to pay for it. 

In the lexicon of their financial terminology, this is peanuts, surely, 
but the advertising bill of the private utilities, as their expression of 
enterprise, runs pretty high over the year, and this is full of mis- 
statements. 

I would call this the understatement of the week, Mr. Chairman. 
One of the subheads in this ad is as follows: “There is no mystery 
about it.” And then it says, under the caption, “What the facts will 
show”; it doesn’t say what the facts are. They are that careful. 
And apparently they have been pledged to secrecy, too. 
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But what they say the facts will show, when the Senate is finally 
privileged to know what these facts are, is upon mutually agreed 
payments the Government may cancel the contract at anytime, leaving 
the companies with the problem of finding buyers for large amounts 
of power. 

Well, now, the April 10 proposal and the February 25 proposal 
doesn’t read that way. What the April 10 and February 25 proposals 
show is that the AEC and the Dixon-Yates combine would be in a 
position to work out an unloading of this power onto the TVA at 
an increased price. It will be interesting, when the details of this 
hidden contract become public property, to show whether the facts 
really will show what this paid ad says they will. 

Then it goes on to say : 


Like any other business, this one will pay its full share of taxes, estimated 
at $1% million yearly for local and State taxes, plus Federal levies. 


Imagine, Mr. Chairman, “like any other business.” 

Well, now, perhaps there are other businesses whose tax checks are 
picked up by the Federal Government on a reimbursable basis, but. 
that is what Dixon-Yates expect to have paid. They will then of 
course take credit in their public propaganda for the fact that, as 
they say, that they will be paying taxes to the State of Arkansas, or 
maybe to the State of Tennessee, if the river changes its course; but 
they probably won't reveal each year that they are reimbursed for 
those taxes by the Federal Government. But they say “like any other 
business,” and, well, it is like no business I ever heard of. 

And then they go on to say that the power rates will stand full 
comparison with those in existing AEC contracts. 

Well, of course, that just isn’t true. Even the Bureau of the Budget 
admits that. Even the AEC admits that. If they are as good as the 
rates in existing AEC contracts, why was Mr. Strauss so insistent that 
these excess costs be loaded on to the TV A ? 

The CHarrmMan. Which is really on the Government. 

Mr. Cuapr. Surely. 

Then it goes on to say, “We believe in the contract.” 

Well, why shouldn’t they? This is a pre-Christmas announcement. 
This ad says: 

We are confident free American business can do the job. 

Well, that doesn’t require any comment. 

We have confidence in our ability to build the plant and deliver the power. 


Well, now, that does take some comment. This is an ad of the South- 
ern Co. And I know Mr. Yates and he is an estimable gentleman. We 
have done business, and I say “we”, the TVA has done business with 
Mr. Yates and worked out some good interchange arrangements with 
him in times past and has some now, so far as I know. 

But I just hope Mr. Yates knows what kind of a proposition he is 
getting into, when he gets tied up with Ebasco. You can’t do business 
with Mr. Dixon without being in bed with Ebasco. And Mr. Yates 
may find as Mr. McAffee did and as Commissioner Murray did that 
Ebasco may have to be fired again from their construction contract 
as they had to be fired from it at the Joppa steam plant. 

But Mr. Yates says: 


We have confidence in our ability to build the plant and to deliver the power. 
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But I hope Ebasco doesn’t have a chance to let them down again. 
Then it closes by saying : 





Let us wait for the facts. 

I will ask, “How long?” 

Mr. James. Does it say “Until November 4?” 
Mr. Capp. Yes, it does say— 












Until November 4 we ask you to withhold judgment on the many inaccurate 
statements being made about us and our proposal. 

Well, I hope it does get a full hearing. 

Mr. Davis. That is what we have been trying to do, Mr. Clapp. 

Mr. Clapp, you testified yesterday that Mr. Hughes, the Director of 
the Bureau of the Budget, had notified you that the Atomic Energy 
Commission was going to seek an outside supply of power of about 

500,000 kilowatts, and ; you testified that the Atomic Energy Commis- 
sion had been instructed to try to make satisfactory arrangements out- 
side of the TVA, and you said that at that time Mr. ‘Hughes had 
assured you that any proposition that the AEC was able to get would 
be entertained by the AEC, analyzed by the Bureau of the Budget, 
and judged on its effect on the whole United States Government. 

The TVA is an integral part of the United States Government, 1 
it not ? 

Mr. Crappr. It tries to be. 

Mr. Davis. Was “9 assurance of Mr. Hughes carried out ? 

Mr. Ciapp. No, I don’t think so. The fact to which they certify, 
that this will cost the Government more than the Fulton steam plant 
would, is conclusive evidence that the original criterion established 
for the prospective appraisal of any outside deal was diverted as soon 
as they found that the proposals wouldn’t fit that criteria. 

Mr. Davis. Well, you testified, did you not, sir, that the effect of 
this new combine would be to seriously threaten the integrity of TVA, 
which is part of the Government? 

Mr. Crarr. That is right. 

Mr. Davis. And would not this new combine result in the creation 
of an even larger monopoly ¢ 

Mr. Criapp. Of course, it would. 

Mr. Davis. Would that be to the benefit of the United States Gov- 
ernment, in your opinion ? 

Mr. Crappr. I don’t see how it could benefit anyone but the com- 
panies involved. 

The Cuarmman. Could you elucidate on this monopoly matter in 
these different States where this Dixon-Yates outfit is operating 
through its subsidiaries and the various companies# How is it going 
to affect the farmer, the small-business man, and the various munici- 
palities, if the Dixon-Yates contract goes through ? 

Mr. Craprr. If the Dixon-Yates contract goes through, Mr. Chair- 
man, and the demonstration carried on in the Tennessee Valley begins 
to sag and lose its salutary effect upon the neighboring utilities by 
making them stir their stumps a bit and do the kind of job they are 
expected to do, those companies which were very complacent ones will 
become complacent again, and their rates will go up. 

The farmers will have to pay more for electricity and other. con- 
sumers will have to pay more for electricity, and it is quite probable 
in the light of the history of the business that as they become com- 
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placent they will try to make more money out of doing less and less. 

Now, as I explained yesterday, and cited figures to show, the effect 
of the TVA demonstration in that whole region has resulted in the 
utilities around it doing more and more and earning more and more. 

I am sure that they don’t object to earning more, but they may be 
a little bit nervous about having to do more in order to earn more. 
That is the fundamental flaw in any monopoly situation. 

Competition is the juice that produces aggressive enterprise. When 
you take competition out of this electric ‘utility picture, and I am 
not talking about competition through duplication of lines and service 
areas; but when you take the kind of competition out of this picture 
that the TVA represents, as they seem to be taking public-power 
operations out of the picture completely in the Pacific Northwest, 
then of course the utilities will have pretty much their own way in 
these matters. The consumers will be treated to more mistakes like 
this Dixon-Yates proposition. I think the effect will be very, very 
bad. 

Now, anyone who thinks that you can regulate these boys by State 
regulatory commissions, or by a Federal regulatory commission, on 
questions of adequacies of power supply, electric coverage in the 
rural areas, and low rates, just isn’t reading the history of this subject 
very accurately. 

The TVA through its very existence is the most potent creative reg- 
ulatory factor present in this picture with respect to the utility 
monopolies. 

There is another important thing that ought to be mentioned in 
this connection ; that is, that if the TVA is ever crippled, and it is not 
permitted to continue to show the kind of efficiency, aggressive power 
program that it has had and now has, its management will begin to 
deteriorate because the great stimulus to good management is the sat- 
isfaction that comes from knowing that you have ‘done a good job, 
as measured by the reactions of the “people > you serve. 

If TVA begins to falter in this business, if it is loaded with extra 
costs, as the Dixon-Yates deal promises to do, the attitude of the 
consumers in the Tennessee Valley toward the TVA will undergo a 
change, of course. As it is, the consumers of the Tennessee Valley 
and the consumers in other parts of the country have a high regard 
for the management of the TVA. 

It isa management that lives and works right in the region it serves. 

Well, on the basis of the testimony that your committee heard, 
Mr. Chairman, from a former official of the Mississippi Power & 
Light Co., the management of these companies doesn’t reside in the 
areas they serve. They see fit to be in New York City, making the 
decisions there and dictating to the operating companies what their 
policies shall be. They are many, many steps removed geographically 
and otherwise from the consumers whom they serve. 

I think continuation of TV A’s demonstration of moving the center 
of decision on power matters from the northeastern seaboard to the 
center of the Tennessee Valley was one of the greatest achievements 
that has come out of the TVA experience. ft would be most unfortu- 
nate to have that ae of decision revert from the Tennessee Valley 
back to Wall Street again. 

Mr. Davis. Have a finished, Mr. Clapp? 
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Mr. Crarp. Yes. 

Mr. Davis. I just have one last question. 

The Cuarrman. That is a very fine explanation of that. 

Mr. Davis. I just have one last question, and I would like to get 
this crystal clear in my own mind. 

In the event that the current version of the contract. provides that 
the AEC is to pick up the bill for this power, can the consumers of 
the Tennessee Valley rely upon that? 

Mr. Cuapp. As I tried to say a moment ago, I wouldn’t give a 
plugged nickel for the assurances in any contract that comes out of 
this arrangement, containing assurance that the power consumers of 
the TVA area won't be loaded with these costs in the end. 

The contract might say that and might say the AEC would pick up 
the check now, but 3 months from now, 6 months from now, a year 
from now, or even after the plant were built, and I don’t think it is 
going to be built, the consumers of the Tennessee Valley can never be 
sure as to when and under what circumstances the AEC and the 
Bureau of the Budget will by some rearrangement foist these costs 
upon the TV A, and through them upon the consumers in the Tennessee 
Valley. 

I think it is a foregone conclusion, whatever the contracts may 
say now, that these excessive costs, understated as they are, will wind 
up being paid for by the consumers of the Tennessee Valley. There 
are many ways that the Atomic Energy Commission and the Bureau 
of the Budget can do that without revising the contract between 
AEC, TVA, and Dixon-Yates. The AKC « ‘an do it by insisting on 
a revision of the contract between AEC and TVA for power supplied 
to AEC. They can do it by proposing amendments to the TVA Act 
that will redefine and by redefinition foist upon the TVA money costs 
and make the TVA pass those on to the consumer. 

They could leave the Dixon- Yates contract intact from now through 
to the end, and work around through other and more devious means 
of unloading these costs onto the TVA and consumers. 

I have no doubt on the basis of this partially rev ealed record, plus 
my own experience in the situation, prior to May 18, 1954, that it was 
the intent and is the intent of those who arranged for this deal to 
have it work out that way. And through some means or another, 
unless somebody does something about it, those costs will be paid 
for by the consumers of the TV A service area. 

Mr. Davis. And those costs will run into many millions of dollars; 
is that correct ¢ 

Mr. Cxarr. Not only into many millions of dollars that TVA con- 
sumers would be expected to pay, but as you raise the rates charged 
by the TVA, Mr. Chairman, the private utilities elsewhere in their 
negotiations with the Government for power supply to atomic energy 
and aluminum and chemical plants, and so on, can push their rates 
up, and the Government buying the end product pays the difference. 

Financial contribution to the economy of the United States Federal 
Government and its budget balance is measured in many, many more 
millions of dollars than. just what is represented by the differences 
in these specific transactions. That is one of the things that is at stake 
in this business. That is the main reason, in my judgment, why this 
Dixon- Yates proposal is such a fantastic perversion of an expressed 
intent to achieve something in the public interest. 
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It flies in the face of everything I have ever understood to be the pub- 
lic interest. 

Mr. Davis. You just said that you did not think that the Dixon- 
Yates plant will be built. Will you elaborate on that answer? Will 
you tell us why you think so? 
~ Mr. Cuarr. Well, I have great faith in the intelligence of the Amer- 
ican people. They see through this, many of them do. It has been 
difficult for them to get an underst: nding of it because so much of this 
has been kept under ‘lock and key. 

But when these facts are finally smoked out, and when these No- 
vember 4 hearings are held, if they are held, I think the revulsion of 
informed citizens may somehow finally get through to the President of 
the United States and have this deal squashed. If Dixon and Yates 
would like to perform a public service, they would have the good 
erace to withdraw their offer and take the President off the sharp 
hook. 

There is another reason why I don’t think this thing will be built. 
It is difficult for me to believe that solid banking institutions and 
those who have entrusted to them the integrity of the insurance com- 
pany funds and investments and holdings of millions of people are 
going to gamble their money in this kind of a proposition, that can 
be upset either by weather, by mismanagement, by the change of the 
course of the Mississippi, by the repetition of Ebasco’s unsatisf: actory 
performances, or by the cupidity of these monopolies. 

The CHatrMan. You left out the most important way, that the peo- 
ple get aroused and they will elect men and women to Congress who 
will take appropriate action; isn’t that true ? 

Mr. Crapr. Of course when the people find out what this deal 
really involves, they will make their wishes known in more ways 
than one, including the one you mentioned. 

I have great faith in the enterprise of American citizens moving 
in the right direction when they understand the facts. The public 
interest is safe in their hands if they will just hold up their hands. 

Mr. Davis. I have no questions. 

The CnatrmMan. I want to thank you very much for coming here. 
And we may have to call you back later on sometime. 

Mr. Cuapp. I appreciate the patience, Mr. Chairman, that you have 
shown in listening to me and in hearing about the TVA. 

TV A, in my judgment, i is a great public agency. Now that I am 
a private citizen in rel: ationship | to the TVA, I still have a deep devo- 
tion for it. And I am glad that I had a chance to say something 
about it, 

The CHatrman. I think you have rendered a very great public 
service. And I hope sometime you will come out ‘a the great North- 
west and have a public meeting out there, where thousands and thou- 
sands of citizens can hear you at a public address sometime, Mr. 
Clapp, because I don’t believe you realize the terrific interest that 
has been aroused in the Northwest and in the Pacific Northwest. 

If you saw the mail I have been getting on this matter, I think you 
would want to go out there and let ‘the people t thoroughly underst: and 
just what the Dixon-Yates deal really is and how it is going to affect 
the taxpayers of the United States and the people who use electric ity. 

I sincerely hope you will be able to arrange your schedule someway 
that you will be able to get out and really tell them what the Gov- 
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ernment has been doing the last 20 years with TVA. And no one can 
do it better than youcan. I hope you will do it. 

Mr. Crave. The Northwest is a great country and a great region, 
Mr. Chairman. 

I have visited out there and enjoyed it very much. They are great 
people. It breaks my heart to see the way the power program in that 
region has been pulled apart and made a grab bag for those who want 
to get their feet in the trough. 

[ hope that things will happen in such a way that the great resources 
of the Columbia River will not be butche red as they were threatened 
to be butchered in the Tennessee Valley before the creation of the TVA 

The CuatrmMan. I might say the Missouri Valley, too. And I don’t 
want you to forget about the Missouri River running through the 
great State of North Dakota. 

Mr. Crarr. Those are all important developments. 

And the most ironic thing about this whole business, Mr. Chairman, 
is that if the private utilities only knew what was good for them they 
would get behind these public deve ‘lopments, because the record shows 
that where they have the kind of competition that they get from TVA 
they themselves do a better job and they make more money. 

What more can they ask for? 

That is the irony of this business. 

The CHatrMaNn. We will adjourn at this time. 

(Thereupon, at 12:35 p. m., Saturday, October 30, 1954, the com- 
mittee adjourned, subject to the call of the chair -) 





APPENDIX 


ExHIsitT 4 


HASKINS «& SELLS, CERTIFIED PUBLIC ACCOUNTANTS, 
New Orleans, September 25, 1954. 
BOARD OF DIRECTORS, 
Mississippi Power & Light Co., Jackson, Miss. 


Dear Sirs: This letter is being written in connection with our professional 
services to Mississippi Power & Light Co. including special inquires undertaken 
by us at the company’s request into certain matters that recently have been 
the subject of public statements concerning the company. 

As independent certified public accountants, we have been engaged by you 
for many years to make an annual examination of the financial statements of 
Mississippi Power & Light Co. These consist of a balance sheet which shows 
the company’s assets and liabilities at December 31 each year and statements 
of income and surplus which show its operating revenues and other income, 
operating expenses and other charges, and entries affecting surplus, for the 
entire year. 

Our examinations have been made in accordance with auditing standards 
generally accepted by independent certified public accountants, and accord- 
ingly have included such tests of the company’s accounting records and such 
other auditing procedures as we have considered necessary in the circumstances. 
Following the completion of our work each year we have addressed a certificate 
to the company expressing our professional opinion concerning its financial 
statements. Our certificates have been included in the company’s annual reports 
to its stockholders and in its annual reports to the Securities and Exchange 
Commission in Washington. 

We have been engaged by the company to make our customary examination 
for the year ending December 31, 1954. In accordance with our past practice, 
we now are making such tests of the accounting records and carrying out such 
other auditing procedures as can be undertaken prior to the time the company 
closes its books for the year, some time after December 31. In addition, we are 
making the special inquiries referred to above, 

On September 8, 1954, the company filed with the Securities and Exchange 
Commission a registration statement in connection with a proposed exchange 
of preferred stock. This registration statement contained our certificate with 
respect to the company’s financial statements for the 5 years ended December 
$1, 19538, in which we said that in our opinion they presented fairly its financial 
position at that date and its operating results for the 5 years then ended, in 
conformity with generally accepted accounting principles applied on a con- 
sistent basis. The registration statement is now pending before the Commission, 

In the course of our examinations and inquiries, nothing has come to our 
attention that would lead us to change our opinion, and, on September 22, 1954, 
we reaffirmed to the Commission our consent to the use of our certificate 
contained in the registration statement. 

The company’s books are kept at its general office in the Electric Building, 
Jackson, Miss. These consist of general accounting records and such auxiliary 
accounting records as are needed in the company’s business. The company 
follows the applicable uniform system of accounts prescribed by the Federal 
Power Commission. We know of no other set of books kept by or for the 
company, either at its office in Jackson or at any other location. 

Copies of income-tax returns submitted by the company to the United States 
Government are on file in the company’s office in Jackson. These returns have 
for many years been prepared by Ebasco Services, Inc., 2 Rector Street, New 
York, N. Y., whose tax department performs services of this kind for many 
companies. The detailed information underlying the tax returns, of course, 
is supplied by the company from its office in Jackson. Because the provisions 
of the tax law and Government regulations are complex, and because they 
differ from ordinary commercial practice in many details, it is necessary for 
Ebasco Services, Inc., to prepare and maintain various work papers in order 
to produce the tax returns. These work papers, which we have inspected, do 
not constitute a set of books. We have been informed by the manager of the 
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tax department of Ebasco Services, Inc., that all work papers and other state- 
ments developed there have been and are available to the client companies. 
The whole arrangement in connection with the preparation of the company’s tax 
returns is a common business practice. 

Yours truly, 









HaAsKINS & SELLS. 


———_——_ 


ire! rater Tee 


EXHIBIT 5 





Text or A LETTER DATED SEPTEMBER 27, 1954, From HASKINS & SELLS 





Mippre Soutn UTIlriks, INc. 
New York, N. Y. 

Dear Strs: This letter is being written in connection with our professional 
services as independent certified public accountants to the companies in the Mid- 
dle South System, including special inquiries into certain matters that recently 
have been the subject of public statements concerning the companies. 

We have for many years made an annual examination of the financial state- 
ments of each of the four operating subsidiaries now comprehended in the Mid- 
dle South System, namely, Arkansas Power & Light Co., Louisiana Power & 
Light Co., Mississippi Power & Light Co., and New Orleans Public Service, Inc. 
Since the organization of Middle South Utilities, Inc., in 1949, we have made an 
annual examination of the financial statements of that company, and of the 
consolidated financial statements of that company and its operating subsidiaries. 
Our examinations have been made in accordance with auditing standards gen- 
erally accepted by independent certified public accountants, and accordingly 
have included such tests of the companies’ accounting records and such other 
auditing procedures as we have considered necessary in the circumstances. 
Following the completion of our work each year we have addressed a certificate 
to each of the companies expressing our professional opinion concerning its fi- 
nancial statements, and in the case of Middle South Utilities, Inc., concerning 
also the consolidated financial statements. Our certificates have been in- 
cluded in the companies’ annual reports to their stockholders and in their annual 
reports to the Securities and Exchange Commission in Washington. 

On September 1, 1954, Middle South Utilities, Inc., filed with the Securities and 
Exchange Commission a registration statement connection with a proposed sale 
of additional shares of its common stock. This registration statement con- 
tained our certificate with respect to the financial statements of the Middle 
South System companies for the 5 years ended December 31, 1953 (including 
the company from the date of its organization). 

In that certificate we said that in our opinion those financial statements 
presented fairly the financial position of the companies at December 31, 1953, 
the results of the subsidiaries’ operations for the 5 years then ended, and the 
results of consolidated operations for the period from the organization of Middle 
South Utilities, Inc., to December 31, 1953, all jn conformity with generally ac- 
cepted accounting principles applied on a consistent basis. 

Nothing has come to our attention which would lead us to change our opin- 
ion, and on September 22, 1954, we reaffirmed to the Commission our consent 
to the use of our certificate contained in the registration statement. The regis- 
tration statement has since been permitted by the Commission to become effective. 

The liabilities for Federal taxes on income which the companies originally 
recorded in their books for the 5 years ended December 31, 1953, covered maxi- 
mum indicated requirements and, of course, were subject to adjustment. In 1954, 
following examination of the tax returns, the liabilities for the first 2 years were 
settled and the final amounts were less than those originally recorded in the 
books. It thus became necessary to adjust downward the amounts originally 
recorded as tax liabilities for those years and this was done. At the same time 
the amounts originally recorded as tax liabilities for the 3 subsequent years 
were adjusted downward, upon the basis of latest information available. 

As stated in the registration statement of Middle South Utilities, Inc., the 
adjustments already recorded in 1954 aggregate $2,429,283, and a remaining 
adjustment of $360,000 is to be recorded on September 30, 1954. This $360,000, 
however, is to be offset by an appropriation to a reserve for civic improvements, 
and thus will not affect net income. In our opinion, there can be no doubt as 
to the propriety of the foregoing tax adjustments, which clearly are in the 
inteerst of a fair presentation of the results of the companies’ operations for 
the 5 years ended December 31, 1953. 
Yours truly, 













































(Signed) HaskKINs & SELLS. 
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EXHIBIT 6 


ATOMIC ENERGY COMMISSION—PROPOSED CONTRACT WITH 
MISSISSIPPI VALLEY GENERATING COMPANY 


October 7, 1954 
SEPTEMBER 22, 1954, 
Part I 


STATUS OF NEGOTIATIONS, SUMMARY OF PROVISIONS, COMPARISON OF POWEK 
ConTRAcT DATA 


Report by the General Manager 
THE PROBLEM 


1. In accordance with the instructions of the President (appendix 1) to conclude 
an equitable contract with the sponsors of the Dixon-Yates proposal dated 
April 10, 1954, for 600,000 kilowatts of power in replacement of power under 
contract with TVA including 100,000 kilowatts for supply of additional Oak Ridge 
power requirements. 

BACKGROUND 


2. The history leading up to the request of the President is covered by the 
information made available to the public and the press on August 21, 1954, copies 
of which were furnished to the Comnsission. 

3. At Meeting 1012 on June 30, 1954, the Commission noted that the staff would 
proceed with negotiations with The Southern Company and the Middle South 
Utilities, Ine., with the object of concluding a contract with them for the supply 
of power to AEC. 

4. Accordingly, on June 30, the sponsors, Dixon and Yates, were advised by 
letter (appendix 2) that the Proposal of April 10, 1954, constituted a satisfactory 
basis for negotiation of a definitive contract. On that date, the first proof of a 
contract was submitted by the sponsors. 

5. Negotiations were opened on July 7, and subsequent meetings were held 
with the sponsors as follows: 


Date of negotiation meeting: To discuss proof dated 


July 7, 16, and 17- Bail an sabe rd aad, _ June 30. 

July 22 and 2 July 19. 

oOly BP ee OO. Sa decd xs: neti ill ae July 24. 
August 4, 5, 6, and 7------~---- ania aa -- July 31. 
August 11_- ean didi August 8. 
September 13- ; é bhi as ... August 11. 
September 16 and 17__~- in . d . September 13. 


Meetings have been conducted by Mr. R. W. Cook, and representatives of the 
Oak Ridge Office, the Office of the General Counsel, the Division of Finance, 
Division of Construction and Supply, and the Division of Production have partici- 
pated in the proceedings. Each of the proofs (except June 30) have been sub- 
mitted to the Federal Power Commission and to the Bureau of the Budget. 

6. Throughout the negotiating period the suggestions and recommendations of 
the Bureau of the Budget have been made available informally to Mr. Cook. 
Request by the AEC for formal review by the Bureau of the Budget and their 
formal response in the affirmative is covered in appendixes 3 and 3a. 

7. Arrangements made with the Federal Power Commission for informal and 
formal review are covered in appendix 4. The benefit of the informal review and 
comments of the Federal Power Commission staff were obtained in joint meetings 
held on August 2, 11, and 18. Following this meeting on August 18, the Federal 
Power Commission was requested by letter dated August 20 (appendix 5) 
formally to review the contract and to indicate to us whether or not in considera- 
tion of the contract, as a whole, the rates, terms, conditions and cancellations 
provisions are fair and reasonable to the Government. The FPC response in the 
affirmative is covered in appendix 5a. 

8. The proofs of August 11, September 13, and September 17 have been made 
available to TVA (appendix 5 b,c, and d). During the September 9 and 10 meet- 
ings held with TVA its suggestions concerning revisions to the proposed contract 
were informally received. These suggestions, which were principally clarifica- 
tions, have been incorporated in the September 17 proof almost verbatim, except 
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that in section 3.01 an alternate method of meeting these suggestions has been 
incorporated which will allow operating arrangements suggested by TVA to be 
developed by discussions between TVA, AEC, and MVGC and incorporated in a 
subsequent agreement between all three parties. 

9. The August 11, September 13, and September 17 proofs were made available 
to the Joint Committee on Atomic Energy (see appendix 6 and 6a). In accord- 
ance with the approval noted in Commission Meeting 1019 on August 12, 1954, 
the Committee was requested under letter dated August 18 (appendix 6) to con- 
sider at the appropriate time waiving the 30-day waiting period requirements of 
section 104 of the Atomic Energy Act of 1954. The Bureau of the Budget has also 
advised the Joint Committee (appendix 7) that from their standpoint the proof 
of August 11 is in order for consideration by the Committee. 


SUMMARY OF NEGOTIATIONS 


10. In a letter to Mr. Dixon and Mr. Yates dated June 30, 1954, the AEC stated 
that the “proposal dated April 10, 1954, offering to furnish 600,000 kilowatts of 
firm power in the Memphis area constitutes a satisfactory basis for negotiation 
of a definitive contract.” Negotiations leading to the present proof of the con- 
tract have been conducted on this basis. 

11. In proceeding with the negotiations the company was informed that insofar 
as possible it was the intent of ABC to carry forward through the negotiations 
the principle of coming out with a fixed-price contract under which the company 
took certain risks. Under the capital cost provision principle, which the parties 
accepted as a basic risk provision, the company and AEC would split increases or 
decreases in the cost of facilities from a target estimate; however, the partici- 
pation of AEC was limited to 9 percent in the case of increases. 

12. Under the Company’s Proposal of April 10, 1954, if the actual costs exceeded 
the target estimate, the return on equity would be reduced and if the actual costs 
are less than the target estimate, the return on equity would be increased and 
the Federal income-tax costs to the AEC would be increased or decreased pro- 
portionately. However, under the present proof in section 4.03, Periodic Adjust- 
ments, the allowance for tax costs in the formula increases or decreases, depend- 
ing upon the actual cost in relation to the target estimate. 

13. During negotiation meetings the company has stated that an overall in- 
terest rate somewhat higher than 34% percent will have to be paid. The financing 
cannot be finalized prior to the signing of a contract but present indications are 
that the debt financing will be a combination of mortgage bonds and bank loans 
(approximately 77.4 percent mortgage bonds 30-year 354 percent and 22.6 percent 
bank loans 10-year 31% percent). The resulting cost will be about 3.6 percent. 
The capacity charge is based on the 3%-percent basis of the proposal. During 
the contract term of 25 years AEC will pay through the capacity charge approxi- 
mately 75 percent of the indebtedness. 

14. After studying the financing problem the company concluded that the debt 
capital could not be obtained on as favorable basis by competitive bidding as by 
a privately negotiated transaction because, in their judgment : 

a. Substantial savings could be made in interest during construction by “taking 
down” the money as required. 

b. A modest standby fee would insure the availability of funds at a known 
interest rate. 

c. Procedures to accomplish the above benefits are mechanically complex and 
limit the number of investor participants. 

d. The alternative of selling smaller blocks of securities periodically to get 
money as needed involves higher selling costs (for registration of securities, 
legal fees, printing costs, etc.) and future interest rates are not predictable. 

e. The complicated nature of the security limits the field of potential investors, 

f. Such a security requires a major sales effort and normally potential bidders 
are unwiling or unable to devote the required amount of time of their key per- 
sonnel to such a transaction as there is no assurance that they will be the 
successful bidder. 

15. For the foregoing reasons the Company has explained that the debt securi- 
ties of the Company will carry a higher rate of interest than normal first 
mortgage bonds of seasoned and well capitalized utility companies (not more 
than 60 percent debt and balance in equity—preferred and common). However, 
the overall cost of money to the company in this special situation will be sub- 
stantially lower than such utilities normally experience. Informal discussions 
with the staff of the FPC confirmed the above. 

16. Many improvements, advantageous to AEC over the terms and conditions 
of the Proposal, have been incorporated in the present proof. Attached as 
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appendix 8 is a comparison of the provisions of the proposed contract with the 
Proposal. Improvements in the proposed contract over the Proposal are noted 
with asterisks in the column headed “comment.” Also attached is a table 
(appendix 9) showing the estimated payments for 600,000 kilowatts and 5.2 
billion kilowatt-hours with a summary of the payment provisions which may 
cause an adjustment to the charges for power. Provisions in the contract and 
not in the Proposal which remove the possibility of “windfalls” to the company 
and which should result in lower rates to AEC are as follows: 

a. Capability Adjustment, Section 1.04. AEC requested that any excess in 
actual capability in the station from the 650,000-kilowatt target estimate should 
be shared by AEC without additional charge. After considerable negotiation 
the company suggested a provision for adjustment of AEC’s contract capacity 
by 60/65 of any excess above or decrease below in actual capability of the plant 
from 650,000 kilowatts with no change in the capacity charge. 

AEC accepted this suggestion. Section 2.06 permits AEC to review the 
Company's engineering, purchasing, subcontracting, design, and construction 
plans. The AEC considers that any reasonable suggestions made by it to the 
company respecting the design and construction of the facilities will be accepted 
as the company has substantial incentives to construct facilities with not less 
than 650,000 kilowatts capacity. These factors provide AEC with assurance 
that such a size plant will be built. 

b. Limitations on Federal Income Tax Components to 9-Percent Return on 
$5,500,000 Equity as Adjusted for Income from Increases or Decreases in Cost of 
lacilities, Section 4.08. The Proposal as made by the Sponsors provided for 
reimbursement by AEC of all taxes except those commonly called Social Security 
taxes and those arising on account of sales to others. AEC stated that under the 
proposal, if the company’s actual operating, maintenance, and general and admin- 
istrative expenses were lower than those estimated in determining the capacity 
charge, the AEC would be obliged to pay tax costs on such additional profit as 
may accrue to the company. 

Under their Proposal, with all the breaks in their favor, it was conceivable 
that a return on the equity capital in excess of the 9 percent could accrue to the 
company. However, the company stated that in making the proposal it expected 
only to receive a return on equity capital of 9 percent as may be adjusted up 
or down by the capital cost provision. The company implemented this state- 
ment by suggesting that the Federal income tax factor to be included should 
be limited to the tax on an assumed 9-percent return on equity ($495,000) as 
adjusted by the capital cost provision. 

Section 4.03 of the current proof recognizes that the Base Capacity Charge 
includes a factor for Federal income tax costs, and sets forth a formula to be 
used in making periodic adjustments to the Base Capacity charge to allow for 
changes in the Federal income tax. The method of allowing for Federal 
income tax costs followed in this section was developed to comply with the 
requirements of the Gore Amendment (section 165 (b) of the Atomic Energy Act 
of 1954). It is contemplated that quarterly the tax rate for the ensuing quarter 
will be estimated and a revised capacity charge calculated in accordance with 
the formula. Thus, the payment will not be on an actual basis but rather on a 
forward-looking tax adjustment basis. 

c. Escalation for Labor and Other Operating and Maintenance Expense Limited 
10 $4,000 per Month for Each 4 Cents Increase Above or Decrease Below $1.97 in 
BSL Inder, Section 4.06. The proposal provided for a minimum charge in the 
event of low use of energy from the facilities in any month but no maximum was 
given. Agreement was reached on a fixed adjustment related to the appropriate 
Bureau of Labor Statistics index. 

d. Overall Billing Adjustment, Section 4.14. As stated under paragraph 3 
above, during the course of the negotiations ABC indicated to the company that 
it was concerned over the possibility of a “windfall” to the company if actual 
operating expenses proved to be lower than the estimated amounts on which the 
rates were based. The company stated that in arriving at a fixed price rate, the 
expenses to be incurred over a 25-year period must be taken into account, not just 
the costs of operation during early years when equipment is new. In arriving 
at these estimated costs AEC pointed out that since no operating experience and 
cost data were available for the generating units of the size being proposed, the 
company in arriving at the estimated cost had introduced a large judgment 
factor; in particular, the estimates of maintenance and operating costs, and the 
heat rate used in determining the energy charges were cited. 

After considerable negotiation the company proposed in lieu of the AEC sug- 
gestion of individual adjustments, that an overall adjustment be provided under 
which revenues obtained from AEC in excess of revenues required to provide 
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a net income for the company over the term of the contract at the rate of 
$495,000 per annum, as adjusted by the capital-cost provision, would be divided 
equally between the company and AEC. If actual expenses exceed the estimated 
cost, AEC is not required to pay any additional amounts. 

AEC accepted this provision as accomplishing the intent of the adjustments 
suggested. This provision, assuming current tax rates, will in effect bring about 
a rebate to AEC of 50 percent of excess revenues, approximately one-half of 
the remaining 50 percent being paid in Federal income taxes and the balance 
accruing to the company. This is in contrast to the proposal under which the 
company would have received any profits in excess of 9 percent return on equity 
with the AEC being obligated to pay the income tax. 

It should be noted there is no guarantee in the proposed contract of return 
on equity nor do we hold them harmless under this provision in the event the 
actual operating costs exceed the estimated operating costs on which the rate 
is based. 

e. Method to Resolve Failure of Parties to Agree on Matters Subject to Mutual 
Agreement. Arbitration. During the course of negotiation it was noted that 
various provisions contemplated future mutual agreement by the parties, but 
that no provision was made for settling matters where mutual agreement could 
not be reached. AEC therefore requested that a disputes article be incorporated 
in the contract and suggested its standard form or that the Federal Power 
Commission determine those matters where mutual agreement could not be 
reached. The company stated that it could not agree to the selection of an 
arbitration group entirely composed of government officials as contemplated by 
AEC’s suggestion and made the alternate suggestion that the group include 
utility executives. The AEC indicated its willingness to explore other means of 
meeting this problem. 

It was pointed out that the matters subject to mutual agreement were pri- 
marily related to the company giving additional benefits to the AKC, not pro- 
vided for or contemplated in the proposal, which in most cases would be without 
possibility of loss or concession on the part of AEC. The company stated that 
their responsibilities to their institutional investors further prevented them from 
agreeing to the procedures suggested by AEC. 

The AEC consistently took the position in negotiations with the company 
that a method to resolve any failure of the parties to agree on those matters 
which contemplated mutual agreement by the parties should be incorporated 
in the proposed contract. The AEC also pointed out that the same view had been 
informally expressed to the AEC by representatives of the FPC and GAO, 

The present proof now incorporates in section 8.23 a method for resolving any 
failure of the parties to agree as to substantially all matters in the contract 
which contemplate mutual agreement by the parties. 

The arbitration provision as incorporated in the present proof and agreed to 
by the company and AEC, set forth in section 8.23, provides for the establish- 
ment of a group of three members, one appointed by each party, who in turn 
select the third. The decision of the group shall be final and binding on the 
parties. 

17. A review of appendixes 8 and 9 will show that AEC, through negotiations, 
has obtained major concessions from the company. Other changes or additions 
to the proposal which were requested by AEC, were either partially accepted by 
the company or were rejected in their entirety. These are described below: 

A. Sinking Fund Formula, section 4.09. The Company has stated that its pro- 
posal of April 10, 1954, was based on the use of a sinking-fund formula for depre- 
ciation for income-tax purposes, and was conditioned on obtaining a binding 
agreement from the U. S. Treasury that it would in fact be permitted to make 
deductions for depreciation consistent with this sinking-fund formula. 

The proposed contract contemplates a favorable ruling by the Internal Reve- 
nue Service that the depreciation for tax purposes would be on a sinking-fund 
method to correspond approximately with the retirement of debt. Under a level- 
debt service (sinking-fund method) the amortization increases as interest de- 
creases through the retirement of debt. 

In the event of an adverse ruling, the company would probably be required to 
use a straight-line method of depreciation, which would mean that there would 
be an equal amount of depreciation allowed each year which would be higher 
than depreciation allowed under a sinking-fund method during the earlier years 
of the period and lower than the sinking-fund method during the later years of 
the period. The total effect of a change to a straight-line method of depreciation 
would mean, however, that more total debt would be retired in 25 years than 
would be the case under a sinking-fund method. This comes about because under 
a sinking-fund method the highest principal payments on debt take place during 
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the last 5 years of the 30-year debt period, namely, after the conclusion of the 
contract, 

The proposed contract provides that in the event of such a ruling, there is 
to be an adjustment in our payments so that the company could use the additional 
depreciation in the early years of the period to retire bonds at an accelerated 
rate. This would mean that in the latter years of the period our payments would 
be smaller than contemplated under the sinking-fund method. 

Should this change in method of depreciation take place in the early years of 
the contract, the additional cost to the AEC would not be substantial since under 
a straight-line method of depreciation the increase in depreciation expense is 
argely offset by savings in interest because of the earlier retirement of bonds. 
This offset in interest expense, however, will not be realized should the change 
in method take place in the later years of the contract, since the later retirement 
of bonds in the later years of the contract would not generate significant interest 
savings. 

Since the proposal contemplated that payments under the contract would be 
sufficient to retire the debt scheduled to be retired during the contract period 
and, since the retirement of debt was coordinated with depreciation allowances, 
it is believed equitable to grant this adjustment should the Internal Revenue 
Service not provide, or, once provided, should change a ruling allowing a sinking- 
fund method of depreciation. 

There is a possibility that the Internal Revenue Service would adopt a period 
for depreciation purposes greater than the 31 years contemplated. If this should 
happen, the depreciation allowances under either method would not be sufficient 
to retire debt. In this event, since the contract is predicated on the basis 
that contract payments would retire debt over a 30-year period, We would be 
required to make a payment more than the depreciation allowance. This pay- 
ment would be subject to Federal income tax, so that our payment would con- 
sist of the difference between the amounts required to amortize debt over the 
period and the depreciation allowance, plus the amount of Federal income tax 
applicable to this additional payment. 

The Commission’s liability under this provision continues through the 25th 
year even though termination of the contract is effected prior to the 25th year. 

B. Replacements, section 4.11. Included as a component of the demand charge 
under the proposal was an amount of $262,000 per year for replacement costs. 
Under the tax provision of the proposal, AEC was required to pay any Federal 
income taxes on this amount. The AEC suggested that any payments to the 
company on account of replacements should be treated separately rather than 
be included in the capacity charge, as provided in the proposal. 

The present proof in section 4.11 reflects the agreement of the company and 
the AEC to treat replacements separately from the capacity charge. The 
method of payment set forth by section 4.11 has the effect of allowing for replace- 
ment costs on an actual basis. 

It should be noted that the approval of the AEC is required for each replace- 
ment in excess of $100,000, with certain exceptions. The obligation of AEC 
is limited to payments totaling one-fourth of 1 percent of the capital costs, 
subject to revision to this ceiling by mutual agreement after experience of 
actual operations. 

The disposition of any money paid to the company under this section which 
has not been expended at the expiration or termination of the contract is to be 
disposed of as agreed by the parties. 

©. Cancellation Prior to Completion of Facilities, section 7.07. Under the pro- 
posal, AEC has no right to cancellation prior to commercial operation of all 
units in the station. During the negotiation proceedings, the AEC brought 
out that in the meeting with the company on April 10, prior to the receipt of 
the proposal, AEC stated that it could not agree to any contract that did not 
provide for cancellation at any time, subject to specified notice periods. 

AEC suggested the inclusion of a provision applicable to the period of con- 
struction under which AEC would be permitted to cancel and would pay all 
costs incurred by the company less salvage value. 

The company partially agreed to the AEC suggestion. As now included in 
the proof, AEC has the right to terminate prior to completion of the facilities 
as follows: 

(1) It must advise TVA that assignment of the contract power is available 
and ascertain that TVA has concluded that it does not need the power during the 
period which the assignment would cover. 

(2) If expenditures together with cost of cancellation of commitments are 
less than $40,000,000, cancellation is effective’ on the date of notice and AEC 
is liable for all costs less salvage value. 
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(3) If the $40,000,000 under (2) has been exceeded, notice of cancellation 
ean be given at any time. However, the company is required to complete the 
plant, and the effective date of termination is to be the same as under the full- 
scale operation, except that the company becomes obligated to start as of date 
of notice to absorb capacity as rapidly as load growth will permit. 

D. Adjustment to Demand Charge After Notice of Termination. During the 
notice period and during the period of absorption, the capacity charge is reduced 
by 481,500,000 per year if neither the company nor AEC is using the capacity. 

AEC questioned the estimated cost of keeping the plant in a nonoperating 
status. 

No data are available on the cost of maintaining a plant during recent years 
in a nonoperating status since during the past decade the country has been short 
on capacity and even high-cost plants beyond their economical life have been 
pressed into service. 

The company stated that it would have to maintain a skeleton operating 
organization and that protective maintenance would exceed the amount of the 
estimate. They felt that more than ample credit had been allowed. 

The Company supplied data in support of $1,500,000, which, after review and 
consideration of other provisions of the contract, was accepted. 


COMPARISON WITH TVA, EEI, AND OVEC POWER CONTRACTS 


18. The following table shows the amount and estimated annual cost of electric 
power under the TVA, EEI, OVEC contract and MVG contract proof for the 


os 


supply of gaseous diffusion areas after the present authorized construction pro- 
gram and generating stations have been completed and steady state operations 
have been achieved. 


Comparison with TVA, EEI, and OVEC power contracts 
[In thousands] 


Paducah 
Oak . Ports- e 
Supplier Ridge, - - mouth, hone 
TVA nNty = OVEC 
rvA EEI | 


Capital requirements 5 (‘) () $197, 600 | $388,284 | $107, 250 
Capability of plant kilowatts (2) (2) 977 2, 200 650 
Contract demand do $1, 730 $1, 205 735 1, 800 600 
Energy megaw att-hours 14, 852 10, 345 6, 310 15, 453 | 
Annual costs, not including estimated taxes: 
At 19.5 cents fuel cost $56, 632 $40, 174 $24, 698 $59, 243 
Mills per kilowatt-hour 3.81 3. 88 3.91 3.83 
At 19.0 cents fuel cost $56,189 | $39,657 | $24,386 | $58,521 | 
Mills per kilowatt-hour 3. 7! 3. 83 3. 86 3.79 | 
At 18.5 cents fuel cost $55, 447 $39, 139 
Mills per kilowatt-hour : 3. 78 
At 17.5 cents fuel cost $38, 105 
Mills per kilowatt-hour 3.63 3. 68 . 
At 16.8 cents fuel cost $53,042 | $37,381 | $55, 342 $17, 333 
Mills per kilowatt-hour 3. 57 3.61 3. 58 | 3. 33 
At 15.5 cents fuel cost $50, 992 $36, 036 22, 167 3,468 | $16, 664 
Mills per kilowatt-hour 3. 43 3. 48 f 3. 46 | 3. 20 
Estimated Federal and State taxes 
Annual costs, including estimated taxes 
At 19.5 cents fuel cost $56, 632 $40, 174 
Mills per kilowatt-hour 3.81 3. 88 
At 19.0 cents fuel cost __. $56, 189 
Mills per kilowatt-hour 3. 78 
At 18.5 cents fuel cost $55, 447 
Mills per kilowatt-hour 3.77 
At 17.5 cents fuel cost $53, 961 
Mills per kilowatt-hour 
At 16.8 cents fuel cost $ 
Mills per kilowatt-hour 3. 3.6 3. 86 
At 15.5 cents fuel cost $50, 992 $36, 036 $23, 516 
Mills per kilowatt-hour 3.43 3.48 3.73 


Information not available; see table in appendix II giving cost of TVA plant. 
? See table in appendix giving capability of TVA plants. 


Norte: (a) Fuel costs are given in cents per million PTU. (b) The annual costs shown for MVGC, 
in the lower of the above tables includes the estimated cost Federal and State income taxes on replace- 
ments. Ifa favorable ruling is obtained to the effect that costs of replacements are not subject to Federal 
and State income taxes, it is estimated the cost would be reduced by 0.055 mill per kilowatt-hour., (c) All 
costs above are computed on basis of 98 percent L. F, 
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19. There are numerous factors which affect these costs. A major one, as can 
be seen from the table, is the cost of fuel consumed in the generating station. 
Fuel costs are subject to change and vary widely between plant locations. In- 
creases in fuel cost to the suppliers from base prices stated in the contracts are 
reflected in the bills to AEC either on an actual cost basis or on a formula basis, 
Anticipated fuel costs in cents per million B. t. u. for 1957, when gaseous diffusion 
plants and generating stations will be in full production, are 18% cents for Oak 
Ridge, 16 cents for EEI, 15% cepts for TVA at Paducah, 18% cents to 19% cents 
for OVEC at Portsmouth, and 19 cents for MVG. 

20. Other factors which are reflected in the charges to AEC are the amounts 
by which the actual cost of construction differs from the estimated cost on which 
the contract rates are predicated. Adjustment for capital costs changes in the 
case of the TVA contracts are based on a formula using the Engineering News 
Record Index. In the EEI and OVEC contracts the adjustment is based on 
actual cost prorated between AEC and the company on the basis of the rela- 
tion of capacity required to serve the contract capacity and the net capability 
of the plant. Under the MVG contract, increases or decreases in costs are shared 
between AEC and the company on a 50-50 basis with a ceiling of approximately 
9 percent on AEC’s participation in the case of increases. There is no bottom 
limit on AEC’s participation in any decreases in costs below the target figure. 

21. Changes in cost of materials and supplies and labor rates of employees 
engaged in operation and maintenance activities of the completed plants affect 
the contract rates. The TVA and MVG contracts provide for adjustments to 
cover these changes in costs by increasing or decreasing the energy charge in 
accordance with changes in a recognized Bureau of Labor Statistic index. Under 
the OVEC and BEI contracts, changes in cost of labor and materials and supplies 
are paid by AEC at cost, whereas the TVA and MVG contracts involve risks that 
full labor costs may not be recovered. 

22. Many factors cause the differential in rates shown in the above table, such 
as the kind of facilities provided, the amortization period, the interest rate on 
the indebtedness, the return on equity and amount of equity in relation to debt, 
the amount of reserves provided in the plant, and the backup guaranteed from 
outside sources. Differences in rate among various power contracts are the 
results of many factors, including those described above. 

23. Attached as appendix 10 is a tabulation entitled “Summary of Contract 
Terms and Conditions.” This tabulation presents a brief description of each of 
the major provisions of the TVA, EEI, OVEC contracts, and of the current proof 
of the MVG contract. 

24. Appendix 11 shows, in the form of a comparative analysis, that generally 
the MVG contract compares favorably with other AEC power contracts. 

25. Attached as appendix 12 is a table which shows the total power require- 
ments by gaseous diffusion areas with and without extended loads and the 
amounts under contract and to be contracted for either on a firm basis or on 
a month-to-month basis. Appendix 13 shows the present demands of the various 
AEC facilities by suppliers. 

26. Included in appendix 14 is a listing of the dates the various contracts 
were entered into, the names of the individuals executing the contracts, and the 
names of the Commissioners in office at that time. 


CONCLUSIONS 

27. The assignment of the President as described in the budget message of 
January 21, 1954, and the directive as stated in the Bureau of the Budget’s 
letter of June 16, 1954, have been discharged. The Federal Power Commission 
has reviewed the contract and has indicated that after consideration of all the 
factors involved in reviewing the contract as a whole, it is of the opinion that 
the proposed contract with the Mississippi Valley Generating Company is fair 
and reasonable to the Government. 

28. The contract is believed to be in final form for execution by the AEC. 

29. The Comptroller General has been requested to furnish AEC with his 
opinion respecting the contract, as required by section 8.15 of the proposed 
contract. 
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APPENDIX 1 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., June 16, 1954. 
Hon. Lewis L. STRAUSS, 
Chairman, Atomic Energy Commission, Washington 25, D. C. 

My Dear Mr. Srrauss: I have your letter of April 15, 1954, transmitting the 
revised proposal of Mr. E. H. Dixon, President, Middle South Utilities, Inc., and 
Mr. E. A. Yates, Chairman of the Board, The Southern Company, to supply power 
to the Atomic Energy Commission, and advising us of the Commission’s views 
with respect to the proposal. Since receiving your letter a thorough analysis of 
the proposal has been made by Bureau of the Budget staff in consultation with 
staff of the Atomic Energy Commission and the Tennessee Valley Authority. 
The factual results of this analysis have been discussed with Mr. K. D. Nichols, 
General Manager of the Atomic Energy Commission, and Mr. Gordon Clapp, at 
that time Chairman of the Board of the Tennessee Valley Authority. Careful 
consideration has been given to the aspects of the proposal pointed out in your 
letter, as well as those raised in later discussion with Mr. Nichols and Mr. Clapp. 

I have also your letter of June 11, 1954, in which you present an analysis of a 
later proposal made on May 26, 1954, by a group headed by Mr. Walter von 
Tresckow, a financial and economic consultant of New York. This proposal and 
analysis have been reviewed by the Bureau of the Budget, with the assistance of 
Mr. Francis L. Adams and Mr. H. E. Roberts of the Federal Power Commission, 
who have been acting as technical consultants to the Bureau and who participated 
with AEC staff in the analysis of both proposals and in discussions of them with 
TVA staff. 

It has been concluded with you that the von Tresckow proposal does not war- 
rant further consideration by AEC at this juncture for the following reasons: 

1. There are many elements of uncertainty and indefiniteness in the 
proposal, 

2. The organization to accomplish the work does not exist. 

3. The Government would be required to take the entire financial risk 
with no real ceiling on the Government’s liability. 

4. The proposal would not provide any clear savings to the Government 
over the Middle South-Southern proposal. 

Our analysis of the Middle South-Southern proposal and the alternative of 
providing additional capacity by the Tennessee Valley Authority leads to the 
following conclusions: 

1. The use of privately generated power will avoid an outlay of about 
$100 million of Federal-tax revenues for capital investment over the next 
three years. 

2. The Middle South-Southern proposal is a firm offer with a stated maxi- 
mum capital cost reflected in the demand charges, whereas there can ob- 
viously be no guarantee as to the ultimate capital cost of a TVA plant, 
despite the favorable construction record of that agency in recent years. 

3. The annual costs of the private proposal are reasonable in comparison 
with those estimated by TVA, when all factors are considered. The signifi- 
cant differences are that the private company must pay State and local taxes 
and has a higher cost of money, than the Federal Government on its bor- 
rowings. 

4. The Middle South-Southern proposal provides cancellation privileges 
in the event that AEC operations are reduced or terminated during the 
life of the contract, whereas additional TVA capacity would necessarily 
remain in the Government under the same circumstances: moreover, this 
proposal will reduce the magnitude of necessary adjustments in the TVA 
system which would result in the event of a reduction or termination of 
AEC operations in the future. 

The President has asked me to instruct the Atomic Energy Commission to 
proceed with negotiations with the sponsors of the proposal made by Messrs. 
Dixon and Yates, with a view to signing a definitive contract on a basis generally 
within the terms of the proposal. He has also requested me to instruct the 
Commission and the Tennessee Valley Authority to work out necessary con- 
tractual, operational, and administrative arrangements between the two agencies 
so that operations under the contract between AEC and the sponsors will be 
carried on in the most economical and efficient manner from the standpoint of 
the Government as a whole. 
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In working out the arrangements between AEC and TVA, it is contemplated 

1) that the AEC will bear all local, State, and Federal taxes payable by the 
Government under the terms of the contract, and (2) that the TVA will bear 
all costs necessary to receive the contract power at contract delivery points, 
and all costs to move this power through the TVA transmission system. 

The contractual and billing arrangements between the two agencies should be 
as simple as possible and so place responsibility on each agency as to assume satis- 
factory results. I should like to be advised of the arrangements that are 
worked out. 

It is desirable that the Commission proceed as rapidly as possible with the 
necessary negotiations with the sponsors and with the Tennessee Valley 
Authority. 

I am sending a copy of this letter to Vice Chairman Curtis, of the Tennessee 
Valley Authority, and am also writing him directly. Attached for your infor- 
mation are copies of my letters to the Tennessee Valley Authority. 

Sincerely yours, 


ROWLAND HvuGues, Director. 


APPENDIx 2 
UNITEp STATES, 
ATOMIc ENERGY COMMISSION, 


Washington, D. C., June 30, 1954. 
* E. H. Dixon, 


President, Middle South Utilities, Ine. 
2 Rector Street, New York, N.Y. 
Mr. J. M. Barry, 
Chairman of the Executive Committee, 
The Southern Co., Birmingham, Ala. 

GENTLEMEN; As Mr. Cook informally advised Mr. Dixon this date, your pro- 
posal, dated April 10, 1954, offering to furnish 600,000 kilowatts of firm power 
in the Memphis area constitutes a satisfactory basis for negotiation of a defini- 
tive contract. 


We are ready to begin negotiations. I have designated Mr. R. W. Cook and 


Mr. 8S. R. Sapirie to represent the Atomic Energy Commission in the negotiations. 
lease advise who has been designated by you so that arrangements can be made 
tor the initial meeting. 

Sincerely yours, 


K. D. NIcHOoLs, General Manager. 


APPENDIX 3 


UNITED STATES ATOMIC ENERGY COMMISSION, 


Washington, D. C., August 16, 1954. 
Hon. ROWLAND R. HuGHEs, 


Director, Bureau of the Budget, 
Washington 25, D.C, 

Dear Mr. Hugues: In accordance with the President’s budget message and 
your letter dated June 16, 1954, stating, ‘““The President has asked me to instruct 
the Atomic Energy Commission to proceed with negotiations with the sponsors 
of the proposal made by Messrs. Dixon and Yates with a view to signing a 
definitive contract on a basis generally within the terms of the proposal,” a 
proposed contract has been negotiated. 

The proof of the contract, dated August 11, 1954, attached, is the sixth proof 
and represents in substantially final form the contract that I am prepared to 
recommend to and execute in behalf of the Commission after formal review by 
the Federal Power Commission and the Bureau of the Budget. Many improve- 
ments in favor of the Government over the proposal dated April 19, 1954, have 
been incorporated, as well as provisions to cover the requirements of the pending 
Atomic Energy Act of 1954. 

Prior to executing the contract, discussions will be held with TVA regarding 
certain sections of the contract affecting TVA, such as primary and secondary 
delivery points, characteristics of supply at delivery points, measuring instru- 
ments, voltage tolerance, reactive load factors, delivery arrangements, etc. In- 
formal discussions will be held with staff of the Federal Power Commission 
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on the proposed contract next week; subsequently the Commission itself will 
be requested for an expression of its views on certain aspects of the contract. 
During the course of negotiations various proofs prior to the present one have 
been made available to the Bureau of the Budget, and we have had the benefit 
of informal views and comments from your staff. We should now appreciate 
your review of the proposed contract, attached, and your concurrence in our 
view that the contract is in compliance with the instruction of the President. 
Enclosed for your information is a copy of a draft letter to Mr. Cole, Chair- 
man of the Joint Committee on Atomic Energy, transmitting the proposed con- 
tract to them for their consideration in accordance with Section 164 of the 
pending Atomic Energy Act of 1954. This letter will be dispatched as soon as 
the Atomic Energy Bill passes the Congress and prior to adjournment. 
Sincerely yours, 
K. D, NIcHOLSs, General Manager. 


APPENDIX 3. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., August 18, 1954. 
Mr. K. D. NicHOoLs, 
General Manager, Atomic Energy Commission, Washington, D.C. 

My Dear Mr. Nicwots: This is in reply to your letter of August 16, 1954, 
requesting our review of and comment upon the sixth and final proof, dated 
August 11, 1954, of the proposed contract between the Atomic Energy Commis- 
sion and the Mississippi Valley Generating Company. 

As the result of our review of this contract and earlier proofs, we are satisfied 
that its essential provisions are within the terms of the proposal on the basis 
of which the Commission has been negotiating in accordance with my letter 
of June 16, 1954. It is noted that in many respects the contract as negotiated 
is more favorable to the Government than was the original proposal. We there- 
fore concur in your view that the contract is 1n compliance with the instruction 
of the President. 

Attached for your information are copies of my letters of recent date on this 
subject to Mr. Sterling Cole, Chairman of the Joint Committee on Atomic Energy, 
and to Mr. Harry A. Curtis, Vice Chairman of the Tennessee Valley Authority. 

Sincerely yours, 
RowLaNp HueHes, Director. 


APPENDIX 4 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington, D. C., July 22, 1954. 
Mr. JEROME K. KUYKENDALL, 
Chairman, Federal Power Commission, 
Washington, D. C. 


DEAR MR, KUYKENDALL: On a number of occasions in past years we have 
informally requested and received the cooperation of the Federal Power Com- 
mission staff in the review of proposed contracts for the purchase of electric 
power-by the AEC. We have benefited from the suggestions, advice, and assist- 
ance that has been given on these occasions. 

As you know, the Bureau of the Budget, with the approval of the President, 
has instructed the Atomic Energy Commission to proceed with negotiations with 
the sponsors of the proposal made by Messrs. Dixon and Yates with a view to 
signing a definitive contract on a basis generally within the terms of the proposal 
dated April 10, 1954. 

As the various contract drafts become available we would appreciate having 
the opportunity of meeting and discussing these drafts with Mr. Charles W. 
Smith and Mr. Francis L. Adams and such members of their staffs as they may 
designate, and of receiving their advice and suggestions. 

Before entering into any contract we shall ask the Federal Power Commission 
to review the contract and to indicate whether the estimated costs are realistic, 
whether the cost allocations between capacity and energy are in accordance with 
FPC practices of approving rates for resale in interstate commerce, and whether 
the rate terms and conditions are fair and reasonable to the Government. 
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This is in accordance with a statement in our letter dated April 15, 1954, to 
he Bureau of the Budget which presented our analysis of the proposal. A copy 
f this letter is attached. ; 

Your cooperation in permitting your staff to again assist us will be appreciated. 

Sincerely yours, 
, Chairman. 





APPENDIX 4A 


FEDERAL POWER COMMISSION, 
Washington, D. C., July 27, 1954. 
Hon. Lewis L. STRAUSS, 
Chairman, Atomic Energy Commission, 
Washington, D. C. 

DEAR Mr. Strauss: This is in reply to your letter of July 22 requesting the 
assistance of the Commission’s staff in connection with a contract you are now 
negotiating for the purchase of electric power under a proposal made by Messrs. 
Dixon and Yates on April 10, 1954. 

The Commission will be glad to make arrangements for its staff to assist you, 

ithin the limitations of available time and other pressing assignments. I am 
requesting Mr. C. W. Smith, Chief, Bureau of Accounts, Finance, and Rates, and 
\ir. Francis L. Adams, Chief, Bureau of Power, to arrange for such meetings and 
staff discussions as may be necessary. Since Mr. Adams for several months has 

een personally assisting the Bureau of the Budget and the Atomic Energy Com- 
mission in studying the Dixon-Yates proposal I am designating him to serve as 
liaison with your staff on the matter. 
Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 
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UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington, D.C., August 20, 1954. 
Hon. JEROME K, KUYKENDALL, 
Chairman, Federal Power Commission, 
Washington, D. C. 

Dear Mr. KUYKENDALL: Under the arrangements established in our previous 
correspondence, we have made available to Mr. Frank Adams of your office copies 
of the final proof dated August 11, 1954, of the proposed contract between the 
Mississippi Valley Generating Company and the Atomic Energy Commission. 

During the course of the negotiations, various proofs prior to this one have 
been made available to the staff of the Federal Power Commission and we have 
had the benefit of their informal review and comments. The proof dated August 
11, 1954, represents in substantially final form the contract I am prepared to 
recommend to the Commission and execute in behalf of the Commission after 
review by the Federal Power Commission. 

Prior to executing the contract, discussions are planned with TVA next week 
to review with them certain provisions of the contract pertaining to TVA such 
as primary and secondary delivery points, characteristics of supply at delivery 
points, measuring instruments, voltage tolerance, reactive, load factor, delivery 
arrangements, etc. 

Attached for your information are copies of the analysis of the proposed con- 
tract with the April 10 proposal of the sponsors. Also attached is correspondence 
with the Bureau of the Budget concerning the proposed contract. 

We would appreciate your review of the proposed contract, attached, indicat- 
ing whether or not in consideration of the contract as a whole the rates, terms, 
conditions, and cancellation provisions are fair and reasonable to the Government. 

Sincerely yours, 
R. W. Cook, Acting General Manager. 


52390—54—pt. 2-29 
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FEDERAL POWER COMMISSION, 
Washington 25, August 26, 1954. 
Mr. KENNETH D. NICHOLS, 
General Manager, Atomic Energy Commission, 
Washington 25, D. C. 

Dear Mr. Nicwois: Acting General Manager R. W. Cook transmitted to the 
Commission with his letter of August 20, 1954, a copy of the August 11 proof 
of a proposed contract between the Mississippi Valley Generating Company and 
the Atomic Energy Commission, together with certain attachments relating to 
this contract. Request was made that the Federal Power Commission review 
the proposed contract, indicating whether or not in consideration of the con- 
tract as a whole the rates, terms, conditions, and cancellation provisions are 
fair and reasonable to the Government. 

During the course of your negotiation of the contract, members of the staffs 
of our Bureau of Power and Bureau of Accounts, Finance, and Rates have, at 
your request, consulted with the staff of the AEC and have given their informal 
comments on various drafts of the contract as they became available. As you 
are aware, these consultations have not included our legal staff and therefore 
our comments in this letter are not directed to the legal aspects of the contract. 
It is our understanding that most of our staff's major suggestions have been 
incorporated in the August 11 proof which we are now asked to review. 

In our consideration of the matter we have been fully cognizant of the 
specialized nature of this contract involving construction of a very large power 
facility to serve a single large customer. Under these conditions we would not 
expect that the contract would be strictly comparable to the usual utility whole 
sale contract for sale of power where the size and load conditions are substan- 
tially different. 

The Commission’s technical staff has had the opportunity to review the plant 
construction costs and operating costs on which the contract rates are based, 
and has found them to be in line with current costs for large coal-burning steam- 
electric generating stations in the region. The staff has also reviewed the terms 
and conditions of the proposed contract and notes that, because of the special 


conditions involved, they are somewhat different from the normal utility con- 
tracts we are called upon to review. 

After consideration of all of the factors involved and viewing the contract 
as a whole the Commission is of the opinion that the proposed contract with 
the Mississippi Valley Generating Company is fair and reasonable to the 
Government. 

Sincerely yours, 


8S. L. Diesy, Acting Chairman. 


APPENDIX 5B 


Unrrep Srates Atomic ENERGY COMMISSION, 
Washington, D. C., August 31, 1954. 
Mr. JoHN OLIVER, 
General Manager, Tennessee Valley Authority, 
Knorville, Tenn. 


Dear JoHN: I am enclosing herewith a copy of the proof dated August 11, 
1954, of the proposed power contract between the Mississippi Valley Generating 
Company and the Atomic Energy Commission. 

This proof was submitted to the Joint Committee on Atomic Energy under 
letter dated August 18 as being essentially in final form and in response to re- 
quirements of section 164 of the Atomic Energy Act of 1954. We also indicated 
to the JCAE that prior to execution, checks were being made with other agencies 
and we planned to have discussions with the Tennessee Valley Authority regard- 
ing certain sections of the contract pertaining to TVA such as primary and 
secondary delivery points, characteristics of supply at delivery points, measuring 
instruments, voltage tolerance, reactive, load factor, delivery arrangements, etc. 
We also advised that if any changes in the proposed contract resulted from 
discussions with the TVA, or review by the Federal Power Commission and the 
Bureau of the Budget, the Joint Committee would be immediately advised. 

We have not considered it good practice to distribute or release copies of 
proposed contracts as a formal document when it is still subject te change even 
though these changes may be relatively minor. In view of the above considera- 
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tions, we consider it inadvisable to make a public release of the document at this 
hk I outlined to you in my telephone discussions in trying to arrange for a 
meeting with TVA last weekend prior to our meeting with the JCA then tenta- 
tively scheduled for September 2, 1954, and prior to last Thursday evening when 
I called you from Knoxville and learned of the action of the Board of Directors 
of TVA, it was these points that we wanted principally to discuss initially with 
TVA as well as other related items that may be involved. Also the points con- 
cerning policy set forth in the letter from the Director of the Bureau of the 
Sudget to TVA dated August 18 could be informally discussed and if there 
appeared to be any problems involved, we could jointly bring them to the atten- 
tion of the Bureau of the Budget. 

I sincerely regret that the 1'VA Board did not see their way clear to have these 
discussions prior to writing their ietter of August 26 to the Director of the 
Bureau of the Budget, a copy of which was made available to the AKO, since I 
feel that certain implications in the letter are without foundation. These will 
be responded to separately. 

For your information, a copy of the proof dated August 11, 1954, of the pro- 
posed contract was made available to Senator Gore in response to his request, 

Very truly yours, 
R. W. Coox, 
Assistant Gencral Manager for Manufacturing. 
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UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., September 15, 1954. 
Mr. G. O. WESSENAUER, 
Manager of Power, Tennessee Valley Authority, 
Chattanooga, Tenn, 

Dear Mr. WESSENAUER: Enclosed for your information is a revised proof dated 
September 13, 1954, reflecting the suggestions made by TVA resulting from 
their review of the proposed contract of this proof dated August 11, 1954, as 
discussed in the joint meetings between AEC and TVA in Knoxville on Sep- 
tember 9 and 10. 

Section 3.01 has not been changed to reflect the suggestions of TVA. We have 
discussed this point with the Company and asked them to prepare certain data 
which, when received along with data requested from TVA on operating expe- 
rience and policy on similar size units as well as data we are obtaining from 
our consulting engineers, will determine what changes, if any, are made to this 
section. I am sure we will have no difficulty in revising this section to whatever 
appears to be fair and reasonable. 

Other changes in the proof have been made principally for clarification, and 
we expect further discussions with the Company concerning sections 4.09 and 
4.11 us they pertain to section 165 b of the Atomic Energy Act of 1954. 

Sincerely yours, 
R. W. Cook, 
Assistant General Manager for Manufacturing. 





APPENDIx 5D 


UNITED States ATOMIC ENERGY COMMISSION, 
Washington 25, D. O0., September 20, 1954. 
Mr. G. O. WESSENAUER, 
Manager of Power, Tennessee Valley Authority, 
Chattanooga, Tenn. 

DEAR Mr. WESSENAUER: Under letter dated September 15, 1954, we made avail- 
able to you a proof dated September 13, 1954, of the proposed contract between 
the Atomic Energy Commission and the Mississippi Valley Generating Company. 

The attached proof dated September 17, 1954, is now believed to be in final 
form and contains all the suggestions of TVA with the exception of section 3.01. 
After review of the modification to this section suggested by TVA and the infor- 
mation on how you expect to be able to operate your large new units and in econ- 
sideration also of further data obtained from our consulting engineers, The 
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American Gas and Electric Company, Federal Power Commission, and further 
discussions with the consulting engineers to the Mississippi Valley Generating 
Company and the Company, there has been inserted in section 3.01, line 20, after 
the words ‘“‘net capability’, the following: “except as may be mutually agreed to 
from time to time.” 

There also has been submitted by the MVGC memoranda which will form a 
part of the record of negotiations summarizing reasonable operating time require- 
ments for starting, loading, and shutting down overnight, based on preliminary 
boiler data and industry-recognized boiler-turbine operating considerations, It 
is believed that with the revised language and these memoranda we will have 
no difficulty under this section in working out in the proposed agreement between 
AEC, TVA, and MVGC provisions for situations similar to those in the revisions 
suggested to section 3.01 by TVA. We believe that this approach, which will 
place us in a position to take advantage of actual in-service experience, is better 
than now trying to establish fixed limits in the contract which would leave us in 
a less flexible position. We believe also that section 3.01, as revised, along with 
other provisions of the contract adequately cover the suggestions of TVA in this 
regard. If there are any further questions, we can discuss them in the meeting 
now scheduled for September 27. However, I still desire, prior to the meeting, 
the information requested in my teletype of September 17, 

Other changes in this proof have been made principally for clarification. 

Sincerely yours, 
R. W. Cook, 
issistant General Manager for Manufacturing. 


APPENDIX 6 
UnITep STaTEs ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., August 18, 1954. 
Hon. W. STERLING COLE, 
Chairman, Joint Committee on Atomic Energy, 
Congress of the United States. 

Dear Mr. Coie: In accordance with the President’s budget message and the 
letter from Mr. Hughes, Director of the Bureau of the Budget, dated June 16, 
1954, stating “The President has asked me to instruct the Atomic Energy Com- 
mission to proceed with negotiations with the sponsors of the proposal (Apr. 10, 
1954) made by Messrs. Dixon and Yates, with a view to signing a definitive 
contract on a basis generally within the terms of the proposal,” a proposed con- 
tract has been negotiated. This contract is within the terms of said proposal, 
and many improvements in favor of the Government over said proposal have 
been incorporated as well as provisions to cover the requirements of the Atomic 
Energy Act of 1954. 

During the course of the negotiations, the various proofs prior to this one have 
been made available to the Federal Power Commission and the Bureau of the 
Budget and we have had the benefit of their informal reviews and comments, 
The proof dated August 11, 1954, attached, is the sixth proof and represents in 
substantially final form the contract that I am prepared to recommend to and 
execute in behalf of the Commission after concurrence by the FPC and the BOB. 
Prior to executing the contract, agreement must be reaghed with TVA regarding 
certain sections of the contract pertaining te TVA such as primary and secondary 
delivery points, characteristic of supply at delivery points, measuring instru- 
ments, voltage tolerance, reactive, load factor, delivery arrangements, ete. 

It will be necessary to begin construction at an early date to provide for the 
availability of the power covered by the proposed contract by the fall of 1957 
as contemplated by the President’s budget message. Of the total of 600,000 
kilowatts of capacity that will be available to the AEC under the terms of the 
proposed contract, 500,000 kilowatts are applicable for trade with the TVA for 
supply of a portion of our power load at Paducah in order to release 500,000 
kilowatts for TVA use, in accordance with the President’s Budget Message, 
and 100,000 kilowatts will be applicable against the increase in AEC load at 
Oak Ridge which has developed since the President’s budget message was 
transmitted. 

If any changes in the proposed contract result from an agreement with TVA 
or from review by the FPC or the BOB, you will be advised. Also, an analysis 
of the proposed contract with the proposal will be submitted at an early date. 

It is recommended that the JCAE consider the proposed contract as being 
essentially in final form. We therefore request that at the appropriate time 
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the JOAE consider waiving the thirty-day requirement under section 164 of the 
Atomie Energy Act of 1954. 
Sincerely yours, 
K. D. NicHors, General Manager. 
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UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington 25, D. 0., September 20, 1954. 
Hon. W. STERLING COLE, 
Chairman, Joint Committee on Atomic Energy, 
Congress of the United States. 

Dear Mr. Cote: Englosed for your information and the use of your staff 
in evaluating the proposed contract between the Atomic Energy Commission and 
the Mississippi Valley Generating Company are six copies of the proof dated 
September 17, 1954. Copies of the proof dated September 13, 1954, were made 
available to Mr. Norris by Harold Price last week. 

This proof is now believed to be in final form. Review of the proposed contract 
by the Commission is scheduled for Thursday, September 23. Subsequent to 
this review, I hope that we will be in a position to contact you for the purpose 
of establishing a date for the hearing planned by the Joint Committee. 

Sincerely yours, 
K, D. NicHors, General Manager. 


APPENDIX 7 


UXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., August 18, 1954. 
Hon. W. STERLING COLE, 
Chairman, Joint Committee on Atomic Energy, House of Representatives, 
Washington 25, D. C. 

My Dear Mr. CHAIRMAN: I have been advised by Mr. Strauss, Chairman of the 
Atomic Energy Commission, that the Commission has submitted to the Joint Com- 
mittee the proposed contract between the Commission and the Mississippi Valley 
Generating Company, the corporation created to carry out the proposal made by 
Middle South Utilities, Inc., and The Southern Company. 

The proposed contract has been negotiated by the Commission in accordance 
with my letter dated June 16, 1954. I understand that it is in substantially final 
form. We are satisfied that its essential provisions are within the terms of the 
proposal, and concur in the view expressed by Mr. K. D. Nichols, General Man- 
ager of the Commission, in his letter of August 16, 1954, to the Bureau of the 
Budget, that the contract is in compliance with the instruction of the President. 

The proposed contract will carry out the President’s objective for meeting 
power needs in the Tennessee Valley area, which was expressed in his 1955 
budget message as follows: 

“In order to provide, with appropriate operating reserves, for reasonable 
growth in industrial, municipal, and cooperative power loads in the area through 
the calendar year 1957, arrangements are being made to reduce, by the fall of 
1957, existing commitments of the Tennessee Valley Authority to the Atomic 
Energy Commission by 500,000 to 600,000 kilowatts.” 

The objective set forth in the budget mesSage requires that power under the 
proposed contract be available by the fall of 1957. I understand that it will take 
about 3 years from the time construction is started to bring the plant into 
commercial operation. 

I am also advised that the construction of levees and foundations this fall, 
under favorable weather conditions, will avoid construction difficulties and added 
costs from possible high-river conditions next spring. It therefore seems impor- 
tant that construction be initiated as soon as possible. 

Any action which the Joint Committee finds possible to take to avoid long delay 
in the initiation of construction will, I believe, be to the interest of the Govern- 
ment. I hope the Committee will see fit to waive the 30-day requirement under 
section 164 of the enrolled Atomic Energy Act of 1954, so that the contract will 
not be delayed until Congress returns next January. 

Sincerely yours, 
Row.Lanp Houeues, Director. 
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POWER POLICY—DIXON-YATES CONTRACT 641 


APPENDIx 9 


Mississippi Valley Generating Co. annual costs of power supply to AEC—Current 
contract proof compared with proposal dated Apr. 10, 1954 


[600,000 kilowatts—5.2 billion kilowatt-hours] 


Estimated annual payments 


| Proposal, Contract 
Apr. 10, 1954 proof 


Capacity charge: 
Interest and amortization 
Return on equity 
Operating labor 
Fixed maintenance and miscellaneous 
No load fuel 
Insurance 
Power department expense - 
Transmission, operation, and maintenance 


, 000 $5, 532, 000 
000 | 495, 000 
, 000 700, 000 
, 000 600, 000 
, 000 800, 000 
, 000 176, 000 
, 000 | 20,000 
, 000 40, 000 





Replacement for facilities §2, 000 4 
Replacement for facilities of associated companies ; 2, 800 
Administrative and general 150, 000 150, 000 
Estimated Federal income-tax costs 0 |} 536, 250 
Total capacity charge - - . ‘ 8, 775,000 | 9, 052, 050 
Mills per kilowatt-hour _- -- 1. 688 | 1.741 
Energy charge: } 
Variable maintenance expense $780, 000 $780, 000 
Fuel ; 8, 908, 000 | 8, 908, 000 
Total energy charge. -- 9, 688, 000 | 9, 688, 000 
Mills per kilowatt-hour 1. 863 | 1. 863 
Tax costs 
Federal income (52-percent rate 
Return on equity $536, 000 0 
Replacements | 284, 000 0 
Subtotal_._.._. ibd 820, 000 | 0 
Mills per kilowatt-hour__......- =a 158 | 0 
Other | 
State and local ad valorem, ete. _. $1, 416, 000 $1, 400, 900 
Income 83, 000 | 54, 250 
Subtotal 1, 499, 000 | 1, 455, 150 
Mills per kilowatt-hour ars | 279 
Replacements 
Replacements 0 1 $262, 000 
Estimated Federal income-tax costs 0 262, 000 
Estimated State income taxes 0 27, 600 
Subtotal aber 0 | 551, 600 
Mills per kilowatt-hour 2 i 0 106 


rotal, estimated charges to AEC $20, 746, 800 





Mills per kilowatt-hour 3. 997 3. 989 
Total, estimated charges (less estimated Federal income-tax costs) $19, 962, 000 $19, 948, 550 


Mills per kilowatt-hour ie sew asdbn ode hice j 3. 839 3. 836 


These are on an estimated hasis. After the first 5 years these costs will be reexamined and new estimates 
will be made basedfon experience (see sec. 4.11) 
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Mississippi Valley Generating Co. annual charges of power supply to AEO— 
Proposal dated Apr. 10, 1954, compared with current contract proof 


{600,000 kilowatts—5.2 billion kilowatt-hours] 


Estimated annua] payments 


| 
Proposal | Contract 
| Apr. 10, 1954 | proof 


Capacity charge-.-.- weuaee wb aon $8, 775, 000 $9, 052, 050 
Energy charge (coal, at 19 cents per million B. t. u. ; as ‘ | 9, 688, 000 9, 638, 000 
Tax costs 

Estimated Federa] income (52 percent rate) _- | 

State income (5 percent rate) = | 

Other, ad valorem, etc | 


82, 000 
, 416, 000 


54, 250 
1, 400, 900 


Subtotal_.....-.-- ; ; diastase atiesantiscaeanijcediaioaiindaaaam 2, 319, 000 __1,455,1 150 


Replacements: 
Replacement costs ‘ . = J iene ; 0 
Estimated Federal] income-tax costs . ee eeu 0 
Estimated State income taxes--.___ a ee ‘ Jose | 0 


262, 000 


Subtotal 


Total estimated cost to AEC 


0 


$20, 782, ‘000 


820, 000 is 0 


27, 600 


65, , 600 


~ $20, 746, 800 


Mills per kilowatt-hour-_..-..- a a i 3. 997 _ 3.989 


Less: Federa] taxes on income-. e-- ee ee es $820, ‘000 
|—— . a _ 
Tota] cost to Government $19, 962, 000 | _$19, 948, 550 


Mills per kilowatt-hour-..- ee ints a ; 39 | va baa 3. 836 





Contract provisions relating to payments which could change estimated cost 
per kilowatt-hour shown above. (Asterisk indicates contract provision is im- 
provement over proposal with resultant benefits to AEC 

Sec. No. and Title 
Sec. 1.04. Contract capacity 


Comment 

*If net capability of station as constructed 
is greater or less than 650,000 kilowatts, 
AEC contract capacity is increased or de- 
creased by %5 without any change in 
eapacity charge. AEC, under sec. 2.06, 
has right to review engineering design 
and construction and make recommenda- 
tions. AEC considers there is adequate 
assurance that company will construct 
facilities with not less than 650,000 kilo- 
watts. 

Sec. 4.02. Adjustment of base ca- If cost of facilities as constructed, plus 
pacity charge for $3,135,000, is less or greater than $107,- 
changes in cost of 250,000, AEC capacity charge is reduced 
facilities. or increased by $28,025 per million dollars 

of difference with a maximum adjustment 
of $273,244 in the case of increase. 

Sec. 4.03. (1) Periodic adjust- For each 1-cent increase or decrease in cost 
ments (base capacity of coal per million B. t. u. the base capacity 
charge). charge is adjusted at the rate of $3,500 

per month to cover increases in cost com- 
ponent of “no load fuel.” 

The Federal income-tax component of the 
capacity charge is adjusted prospectively 
by quarters on the basis of estimated tax 
costs. 

*Income-tax component of capacity charge is 
limited to 9 percent on $5,500,000 of equity 
adjusted for changes in income as pro- 
vided in sec. 4.02 resulting from increases 
or decreases in cost of facilities being 
higher or lower than target estimate. 
























Item eS "7 
Base 
ABC contract demand. 700,000 kw 
Total annual kw.-hrs. at 98 per- | 6,009,360,000_ 


cent load factor. 
MI oo shiv ins Seen , 
Approximate ratio financed. ____. 
Ratio of AEC demand pls losses | 
plus 15 percent reserve, to 
station capability. 
Contract estimate of plant cost 
Estimated plant cost 
Working capital. ___ 


Bonds. -. 
Equity-_.....- 


Permanent power: 
Demand charge. - ..| $1 per kw. per month 
Demand charge, at 98 per- 


| 1.398 mills per kw.-hr 
cent, load factor. } 


Energy charge at base price, per | 2.07 mills per kw.-hr. to July 1954; 
million B. t. u. fuel cost. | 2.15 mills per kw.-hr. after July 
1954 


3.468 mills per kw.-hr, to July 1954, 
3.548 mills per kw.-hr. after July 


Base charge. 


Base charge plus replacement___ 


Estimated annual power, at 98 | $21,321,000-.- 
98 percent, load factor. 

Escalation and adjustments, | 
plant cost. | 


None. _...- ovine tlgintindagenve a | 





Operating cost... .- 


és A emens ; 


Taxes and insurance. -- .do_. 


| 


9.05 mill for each cent that cost of 
coal exceeds 20.5 cents or is less 
than 18.5 cents per million | 


Fuel costs _. 


B. t. u. and beginning in July | 
1954 an additional 0.05 mill for | 


| each cent cost of coal exceeds or 
| islower than 18.5 cents per MM 


B. t. u. 
Interim power:? 
Demand charge...........--. 60 MW at $1 per kw. per month, 
and 


Energy charge 2.8 mills per kw. hour, cost plus 


10 percent from 3d parties until 


4th Kingston unit is in com- | 


mercial operation. 


.| 4 years’ notice. Demand may be 
reduced by not more than 300 
MW on 2 years’ notice. Maxi- 
mum cancellation payment, 
consisting entirely of notice 


Termination and cancellation - - - 


period demand payment, esti- | 


mated at $26,000,000. 


| Parties agree to negotiate credit 
when mutually advantageous 


Credit for temporary use of AEC 
demand or reserves by com- 


pany, or for temporary reduc- for AEC to discontinue use 
tion in demand. temporarily. 

AEC right to other use__.........! Paints oe de wv enne<sexinic< 
} 

Vertis: <a ciieulctentscduscmdbabel | To June 30, 1956, with automatic 
extensions each year unless ter- 
| minated by notice. 

Replacements. - Patt 


Power factor, reactive require- 


Unity power factor until Ist per- 
ments, | 


manent power is supplied under 
expansion contract. 


TVA—Oak Ridge 


Expansion 


1,030,000 kw 


8,842,344,000. 


--| 0.01 mill for each 4 cents that BLS 


| 





$1.10 per kw. per month ($1.18) ? 


1.538 mills per kw.-hr. (1.649 mills 
per kw.-hr.? 


2.15 mills per kw.-hr. (2.21 mills) 


3.688 mills per kw.-hr. (3.859 mills, | 


at 18.5 cents fuel) .? 


$32,434,000 ($34,122,000) ? 


1 cent per kw. per month for cach 
change of 1 percentage point in 
ENR cost index average Janu- 
ary 1953 through June 1955 
from January 1952 (405.8). 


index of earnings in gas and 





electric utility industries is more | 


or less than $1.72. 

AEC reimburses TVA for any 
taxes TVA may be required by 
future law to pay because of 
supply of power under the 
contract. 

0.01 mill for each 0.1 cent that fuel 
cost per million B. t. u. is more 
or less than 18.5 cents. 


None provided... 


On Sept. 30 to Nov. 30 of any year 
upon not less than 51 months’ 
notice when total use of power 
will be below 1,000 MW. De- 
mand reduced to 400 MW last 
12 months and 650 MW pre- 
ceding 12 months. Maximum 
cancellation yment consist- 
ing entirely of notice period de- 
mand payment estimated at 
$44,000,000. " Either party 
has “‘reopener’’ privilege to cor- 
rect inequities in contract pro- 
visions. 


| AEC may make temporary reduc- 


tions in demand to not less than 
800 MW at rate of 20 MW per 
month, and is then relieved of 
44 demand charge. 


None 


To Jan. 1, 1966, with autometic | 
extension each Jan. 1 for addi- | 


tional year through Jan. 1, i977, 


if neither porty notifies other | 


5 years prior to expiration date of 
intent to terminate to expiration 


date. Gradual reductions in de- |. 
mand 2 years prior to expiration. 


| Certain amou 


Area power factor 98 percent 
(which is combination of 100 


percent power factor on 195! | 
contract, 95 percent power factor | 


on expansion contract). 





' Also $1, 
? Figures 


in parenthesis are the escalated costs, as of August 1954. 
' 15 cents per kilowatt per month added to demand cha 


costs and 
* Base coal price 17.5 cents per million B. t. u. 





135,000 of transmission facilities of sponsors are paid for in rates. 


through June 1953. 


¢ Figuese parenthesis reflect both in AEC share of operating costs 
exclusive of fuel costs due to change in estimated annual plant capability to 89.8 percent. 


cost to company « 


im 


of firm power 
generation not 
ited to AEC is 
installed; Supplemental power 
as needed a) when available 
on a month-to-month basis 


available W 
originally © 


4,125 MW per month from accel- 


erated construction of the 5th 
and 6th Kingston units and the 


TVA 


Base 


500, 000 kw 


4,292, 400,000. 


$1.10 per kw. per month ($1.11) #* 


0.538 mills per kw.-hr, (1.55 mills) ? 


Ist 4 units of the Colbert steam | 


plant at % mill surcharge (4.79 
mills per kw.-hr.). 

1,075 MW per month from the Ist 
2 Kingston units, at 6.50 mills 
per kw.-hr. in calendar year 1954. 

2,220 "CW per month from the Ist 
2 Kingston units at 5 mills per 
kw.-hr. in calendar year 1055 


From time totime TVA and AEC | 


may agree upon additional 
amounts of supplemental power 
at rates mutually acceptable. 
Notice 
made upon reasonable notice as 
may be mutually agreeable. 

‘pon the request of either party 
at any time, the parties shall 
consider together whether it 
may be mutually advantageous 
to agree upon terms whereby 
the amount of power available 
would be decreased for some 
agreed period, with appropriate 
changes in the charges. Any 
such agreement of the parties 
sha!l be reduced to writing. 


~ 


None 


The contract will continue until 
the following generation units 
are in commercial operation: 
Kingston Nos. 7 and 8, John 
Sevier Nos. Land 2, and Gallatin 
Nos. 1 and 2. 





2.0 mills per kw.-hr.J (2,02 mills) * 


3.538 mills per kw,-br. (3.57 mills, 


at 16.77 cents fuel).? 


| $15,184,800 ($15,324,000) * 


| 1 cent per kw. per month for exch 

2 percentage points change in 
ary 1951 through June 1953 from 
average July through December 
1950 (388.7) below 06 percent or 
above 104 percent. 

0.01 mill for each 4 cents that BLS 
index of earnings in gas and 
electric utility industries is more 
or less than $1.60. 

AEC reimburses TVA for any 
taxes TVA may be required by 
law to pay because of supply of 

| power under the contract. 


| 0.01 mill for each 0.1 cent that fuel 
cost per million B. t. v. is more 
or less than 17.5 cents. 


$1.25 per kw. per month; 3.0 to 6.0 
mills per kw.-hr.* 


of change in schedule | 


On June 30 of any year upon 4 
years notice, TVA may request 
reduction up to 4% contract de- 
mand during last 21 months and 
up to 34 of contract demand last 
9 months. Maximum cancella- 
tion payment, consisting en- 
tirely of notice period demand 
payment, estimated at $16,000,- 
000. 


| AEC may make temporary reduc- 


tions in demand at rate of 20 | 


MW per month. Demand 

charge is credited at rate of 55 

cents per kw. per month of re- 

duction in available power be- 

low contract demand. 
None_....- 


| To June 30, 1968 


| TVA shall make available 50 
MVAR ‘rom each Kingston 
generator, Nos, 2 th h 8 and 


up to 35 MVAR addit 


| de- 


pending upon the availability 


| of addit 


nal reactive from the 


| Kingston generation plant. 0.3 
; kw. (100 Dereent load factor 
| basis) for each KVAR in excess | 
| of above 





‘wome tax. 





ENR cost index average Janu- | 


| 
} 


Combined Ba 
1, 205,000 kw " kw 
10,344,684,000 4.202. 400 00K 
f ww 
a ua 
7A an 
100. ONK 
s) 
We 
i} 
$1.10 per kw. per month ($1.14 
1.538 mills per kw.-hr, (1.502 
mills 
| 2.0 mills per kw.-hr.* (2.08 mil 
3.538 mills per kw.-br. (3.62 mills, | 3.439 
at 16.77 cents fuel).? mills) 
$478 mill 
mills, at 19 
$36,620,000 ($37,448,000) # $14,920,825 ($ 
1 cent per kw. per month fo each | & cents per ~ 
1% percentage point choge in er chang oo 
ENR cost index average Ianu rh 
ary 1941 through June 19% from 
average July through Deember 
1050 (388.7) below 06 percent or 
above 104 percent 
0.01 mill for each 4 cents thai BLS | ARC 
index earnings in gas and eleetric ARC ’ 
utility industries is more or less capability 
than $1.60 
AEC reimburses TVA any AEC share 
taxes TVA may be required by mand to avera 
future law to pay because of bility 
supply of power under contract 
0.01 mill for each 0.1 cent that fuel AEC shar 
cost per million B more use 
or less than 17.5 cent 
| 
$1.10 per kw. per month:* at price | $1.20 per kw 
determined as applicable at per kw.-hr 
time.’ 
On Sept. 30 to Nov. 30 of any year 1 year notice and ca 
upon not less than 5! months’ ment equal to 28 px 
notice when total use of power struction cost mint 
will be below 1,500 MW. De- long-term debt ret 
mand reduced to 500 MW last eellation dat M 
12 months and 800 M W the pre- cellation commitme ( 
ceding 12 months. Maximum wtice period pa 
cancellation payment consisting lation payment and rey 
entirely of notice period demand liability estimated 
payment estimated at $52,000,- 
000." Either party has “re- 
opener” privilege to correct in 
equities in contract provisions 
AEC may make temporary redue- | AEC credited i 
tions in demand to not less than kw.-hr. AE‘ sk 
1,000 MW at rate of 20 MW per porary reduct 
month, and is then relieved of has option to 
\% demand charge AEC; otherw af ' 
to other 
None AEC eanselll 
or transfer to ot! KA 
July 1, 1954, to Jan 6, With | 25 years after 
automatic extension « Jan. 1 full-seale oper 
for additional year rough tended for additio 
Jan. 1, 1977, if nett party to exceed life of 
notifies other 5 year rior to 
expiration date of intent to ter- 
minate on  expirat date, 
Gradual reductions emand 
2 years prior to expira 
. AFC pay 4 per 
cost of replacen 
of % of | perce r 
; ’ 
cost annualls 
any replacere 
$100,000 


Paducah 


* As acompone! T the annual capacity charge AEC pays company $536,250 which is estimated 
‘ederal ineome taxes at rate of 52 percent per annum on $495,000 net return 
on equity of $5,500,008, This is subject to prospective adjust nent for changes in cost of facilities 
and rate of Federa 

7 Interim power 


cludes any poWer costing more than rate for permanent power 
» Starts at 6 mil 


‘educed by | mill as each of first 3 units in Shawnee station comes into opera 


Appenpix 10 


SUMMARY OF POWER CONTR 





r TERMS 





¢ interim rates app! 


ddition AEC will mak 


jon. Cost estima 


1 
cellation coats on or 
1 $40,000,000 for OV Ki 


wef 
















































































































RACT TERMS 


E. E. Ine. 


| 500,000 kw 


--| 4,292,400,000. 


each 


ze in | 


anu- 
from 

ber 
it or 


BLS | 


ctric 
ir less 


any 
d by 
ise of 
ract. 


fuel 
more 


price 


le at 


| 90.71 percent 


| 3.439 


3.478 








| 4161 MW 


85.1 percent... 


$87, 000, 000 
128, 200, 000 


$131, 200, 000 


131, 200, 000 
$1.201 per kw. per month ($1.444) # 


1.679 mills 
mills) .4 


per kw.-hr. (2.018 


1.76 mills per kw-hr. (1.91 mills) * 


mills (3.928 | 


mills).? 


per kw.-hr. 


mills per kw.-hr. 
mills, at 19.5 cents fuel) .? 
$14,929,825 ($17,127,000) ?_ _. 


(3.986 


8 cents per kw. per year per 1 per- | 
cent change from $96,000,000. | 
This is 77.78 percent increase. 


AEC shares cost based on ratio of 
AEC demand to average station 
capability. 


AEC shares cost in ratio of de- 
mand to average station capa- 
bility. 





AEC shares costs in proportion to 
use. 


$1.20 per kw. per month; 6 mills 
per kw.-hr. | 


| 1 year notice and cancellation pay- 


ment equal to 28 percent of con 
struction cost minus amount of 
long-term debt retired at can- | 
cellation date. Maximum can- | 
cellation commitment including | 
notice period payment, cancel- 
lation payment and replacement 
liability estimated at $42,100,000. 


AEC credited at 0.2 mill per 
kw.-br. AEC may make tem- | 
yorary reductions. FEI then 
as option to buy at cost to 
AEC; otherwise AEC may sell | 
to others. 


AEC can sell locally for project use 
or transfer to other AEC site. 


25 years after commencement of 
full-seale operation. Can be ex- 
tended for additional period not 
to exceed life of equipment. 


AEC pays 77.64 percent of annual 


cost of replacements not in excess 
of 4 of 1 percent of construction 
cost annually. AEC to approve 
any replacement in excess of 
$100,000. 


3.717 


| AEC 


Combined 


735, 000 kw 


6,309,828,000_ 


6—161 MW 
84.9 percent 


88.81 percent 


$155, 300, 000 
193, 200, 000 
4, 400, 000 


191, 400, 000 
6, 200, 000 


$1.365 per kw. per month ($1,513) 4 


1.909 mills 
mills). 


per kw.-hr. 


1.76 mills per kw.-hr.§ (1.91 mills) 


3.669 mills 
mills) .? 


per kw.-hr. (4.025 


mills per kw.-hr. (4.000 
mills, at 19.5 cents fuel) .? 

$23,453,631 ($25,807,900) 2 

10.5 cents per kw 

000. This is 79.39 percent of cost 

increase. 


AEC shares cost based on ratio of | 


AEC demand to average station 
capability. 


AEC shares cost in ratio of de- | 
mand to average station capa- | 


bility. 


AEC shares costs in proportion to 
use, 


$1.20 per kw. 
per kw.-hr. 


per month; 6 mills 


500 MW, 1 year notice and can- | 
cellation payment equal to 28 | 
cost | 


percent of construction 
minus amount of long-term debt 
retired at cancellation 
235 MW, 3 years’ notice Ist 10 
years; 244 years’ notice next 5 
years; 2 years’ notice next 5 
years: | years’ notice remainder 
initial term; cancellation pay- 
ment varying from 25 percent 
to 1 percent of outstanding debt. 
Maximum cancellation com- 
mitment including notice pay- 
ment, cancellation 


mated at $68,600,000. !? 


kw.-hr. AEC may make tem- 
pews reductions. EEI then 
as option to buy at cost to 
AEC; otherwise AEC may sell 
to others. 


AEC can sell locally for project use 
or transfer to other AEC site. 


25 yeors from date of contract. 
Can be extended to 25 ye ‘rs from 
date of full-scale operation, and 
then additional period not to 
exceed life of equipment. 


AEC pays 77.64 percent of annual 
cost of replacements on first 
4 units not in excess of 44 of I per- 
cent of plant cost; 84.54 percent 
of cost of replacements on 5th 


and 6th units, AEC to approve | 
over 44 of 1 percent of plant cost. | 
AEC to approve any replace- | 


ment in excess of $100,000. 


- $197, 600, 000 | 


197, 600, 000 


(2.115 | 


per year Der | 
1 percent change from $159,700,-! 


date. | 


yayment | 
and replacement liability esti- | 


credited at 0.2 mill per | 


VEC—Portsmouth 


0,000... .. 
MW 7 een 
cent oe wtaiy 
cent 


$338, 938, 000 
371, 184, 000 
17, 100, 000 
—-—— $388, 284, 000 
368, 284, 000 
20, 000, 000 
—_——— 388, 284, 000 
$1 .47¢ 
per k 
2.064 
mill 


4 kw. per month $1,541 
per month). 


iis per kw.-hr. (2.154 


702 1 


Is per kw.-hr. (1.80 mills) 


3.766 ills 
mills) 2 


per kw.-hr. (3.054 


3.818 ills per kw.-hr. 
mills, at 19.32 cents fuel).* 
$58,995,179 ($61,997,000) ? 


AEC shares cost based on AEC 
capacity ratio (96.14 percent) 


AEC shares cost based on AEC 
capacity ratio. 


AEC shares cost based on AEC 
capacity ratio 


AEC shares cost in proportion to 
use. 


$1.30 per kw 
per kw.-hr 


per month; 6 mills 


2 years notice. A_ cancellation 
payment varying from 2 
months’ demand to none over a 
ll-year period is required, 
Maximum cancellation com- 
mitment, including notice per- 
iod payment, cancellation pay- 
ment, replacement liability and 
coal cancellation costs estimated 
at $147,300,000."' @ 


AEC eredited at 0.2 
kw.-hr 


mill 


AEC can sell locally to others for 
project use; or transfer to any 
new (Government requirement 
over 20,000 kw. 

25 ye rs from date of contract, with 
option to extend to 25 years from 
date of full-scale operation, and 
then additional period not to 
exceed \ife of equipment. 


AEC pays 96.14 percent of annual 
cost of replacements not to es- 
ceed + of | percent of plant cost. 


(4.012 | 


per | 


MVGC—AEC 


| 
i 


| 660,000 kw (plus or minus 60 to 65 percent of plant capability above 
below 650,000 kw). , 


| 5,200,000,000 kw.-hrs. 


; 
3-217 MW, 
100 percent. 


$104,115,000.! 
$104,115,000, 
| $2,000,000. 
| 


$99,915,000, including $22,553,000 bank loans. 
| $5,500,000. 


$1.257 per kw. per month, 


| 1.741 mills per kw.-hr. 


| 


1.863 mills per kw.-hr. (at 19 cents per million B. t. u.); 0.285 mills per 
kw.-hr. (reimbursement of State and local ad valorem and State in- 
come taxes). 

3.989 mills per kw.-hr. 


3.989 mills per kw.-hr. (ineludes 0.055 mills per kw 
replacements). 
$20,746,800. 


chr 


income taxes on 


Annual AEC demand charge increased or decreased $28,625 for each 


$4,000 per month for each 4 cents that BLS index of earnings in gas and 
electric industries is more or less than $1.97 


$1,000,000 by which cost facilities plus $3,135,000 is greater or less than 
$107,250,000. Maximum annual upward escalation cost $273,244 


Escalation for plant cost includes a component to cover insurance 
State and loca] taxes, and Federa! taxes other than income, arising 
| from contract performance are reimbursed by AEC.* 


For each l cent by which cost of coal delivered (unloaded) is greater or 
less than 19 cents per million B. t. u. the demand charge is increased 
or decreased $3,500 per month for no load fuel and the energy charg« 
is increased or decreased 1/11 mill per kw.-hr 


There is no provision for interim power. Under a collateral agreement 
the sponsoring companies or subsidiaries will provide 100,000 kws 
of firm capacity from 36 months after effective contract date to date 
of commercial operation of first generating unit. Rate will be 3.95 
mills per kwh. at 98 percent load factor plus any applicable State and 
local taxes subsequently enacted capable of direct distribution 


After commercial operation of 3d unit or 42 months from contract date 
AEC may cancel on 3 years’ notice; thereafter company absorbs de- 
mand at rate no less than 100 MW per year. During 3-year notice 
and maximum 5-year absorption AEC may use power not absorbed or 
assigned to other Government agency: or if power relinquished de 
mand charge toAEC is reduced up to $1,500,000 per year. Maximum 
cancellation payments for unused demand and pro rata share of taxes 
approximately $50,000,000." Also AEC can cancel prior to com 
mercial operation 3d unit. If notice delivered before expenditures 
plus costs of cancellation of commitments exceed $40,000,000 notice 
effective on delivery and AEC pays net cancellation costs. Notice 
delivered after $40,000,000 exceeded is effective 3 years after operation 
3d unit, but company will start at once to absorb capacity as rapidly 
as sponsor system growth permits. 


| 
| 


None. 


\ EC can resell or dispose of power to successor operator or any Govern- 
ment agency at project site. If not required at project AEC can 
transfer in 7,500 kw. or larger blocks to any new requirement at 
Government installation not previously served by sponsors 

25 ve irs from date of commercial operation of ist unit 


AEC 
of plant cost on cumulative basis. 
in excess of $100,000 


reimburses costs of replacements up to 4 of | percent annually 
AEC to approve any replacement 


Company to supply such reactive power a 
power factor of contract capacity in effect 


ipplicable to a 9% 


} 


a 


interim rates apply to the permanent contract period. 
ddition AEC will make TVA whole on losses on long-term coal contracts due to AEC 
ion. Cost estimated by TVA not to exceed a total of $9,000,000 for both Oak Ridge and 


BR VMoody’s letter of Feb. 11, 1953, gave $59,500,000 corresponding to 
mum of *s,600,000 before fall-seale operation 

8 Cancellation cost may be reduced by reduction in AEC demand if power companies system 
growth « eds 6 percent from Jan. 1, 1955, and also in year before cancellation date 

4 Also ARC pavs necessary expenses of cancellation to 3d par us coal suppliers, 
mated by AEC not to ed $3,000,000 


/,600,000 and @ Mmaxi- 


the uct esti 


pellation costs on or before Aug. 1, 1953, limited to $9,500,000 for T V A, $7,500,000 for E. F., 
$40,000,000 for OVEC. 
Keports Branch, Budget and Keports Division, Mar. |, 1054: revised Aug. 20, 1954 


52390—54 (Face p. 642) 


Source 








} 
| 
| 





POWER POLICY—DIXON-YATES CONTRACT 643 

Sec. No. and Title Comment 
Sec. 4.04. Adjustment for coal Base energy charge is increased or decreased 
cost. by %1 mill per kilowatt-hour for each 


1 cent of increase or decrease in cost of 
coal per million B. t. u. 
Sec. 4.06. Adjustment for cost of *Base energy charge is increased or de- 


labor and other operat- creased $4,000 per month for each 4 cents 
ing and maintenance of increase above or decrease below $1.97 
expense. in the 6-month average of hourly earnings 


of production workers in gas and electric 
utility industries compiled by Bureau of 
Labor statistics. 
Sec. 4.08. Certain tax costs other Tax costs other than for Federal income tax 
than Federal income wil be reimbursed in full. 


taxes. 

Sec. 4.09. Adjustment in absence of If company is unable to obtain a ruling per- 
sinking fund deprecia- mitting it to deduct depreciation for Fed- 
tion ruling. eral income-tax purposes on a 3l-year 


sinking-fund formula with interest at the 
rate of 3% percent per annum, AEC must 
make equitable adjustments to compen- 
sate for this situation. 

Sec. 4.11. Replacement costs... _- Costs shown assume that replacement pay- 
ments are subject to Federal income tax. 
If a ruling of the Internal Revenue Serv- 
ice is obtained that these payments are not 
subject to Federal income taxes, payments 
will be correspondingly reduced. 

Sec. 4.12. Refinancing at lower in- *Appropriate amendments to contract to be 

terest rate. made by mutual agreement to make equi- 

table overall downward adjustment. 

Sec. 4.13. Effect of adding units to *AEC will participate in economies result- 


facilities. ing from additions to plant. 
Sec. 4.14. Overall billing adjust- *A cumulative adjustment under which all 
ment. revenue derived from AEC in excess of 


revenue required to provide net income 
for the company at a rate of $495,000 per 
annum, increased or decreased as pro- 
vided under see. 4.02, shall be equally 
divided between AEC and company. 





APPENDIX 11 
COMPARATIVE ANALYSIS OF AEC Power CONTRACTS 


A. INCREASES AND DECREASES IN CAPITAL COSTS OF FACILITIES 


The MVG contract provided for AEC sharing increases and decreases in 
capital costs above or below a target estimate on a 50-50 basis. The AEC’s 
participation in increases is limited to a maximum increase of approximately 
9 percent of the cost above the target estimate, but there is no lower limit to 
AEC’s participation in any decreases of such cost. This contract therefore 
contains a considerable risk to the MVG in case the target estimate is exceeded. 
On the other hand, if actual costs are less than the target estimate, MVG may 
realize additional benefits. 

Under the TVA contract, charges to AEC are adjusted based on changes in the 
Engineering News Record index occurring in the construction period. The use 
of an index as basis for adjusting AEC’s charges involves certain risks to TVA 
in that it may not be fully compensated for increases in costs above the estimated 
construction cost on which the rate was based, for example, the actual percentage 
increase in construction cost may be greater than increase in the index. Con- 
versely TVA stands to benefit if its construction costs stay within its estimate 
and the index increases. AEC’s liability is not limited to any percentage 
increase in the index. 

The OVEC and EEI increases and decreases in capital requirements over the 
base contract estimate are shared by AEC at approximately cost. 

The following table shows the estimated cost of facilities to supply AEO 
power requirements: 





POWER POLICY—-DIXON-YATES CONTRACT 


EEI (978 MW) OVEC (2,200 MW) MVG (6530 MW) 


Capability Dollars Dollars Dollars 
per a per eit per 
kilo- . kilo- Total kilo- 
watt watt watt 


Generating plant 
Contract estimate $128, 088, 700 $278, 051, 000 $95, 074, 000 
Present estimate 176, 873, 118 306, 521, 000 

Stepup sub: 

Contract estimate 6, 358, 000 5 25, 461, 000 § 4, 877, 000 
Present estimate 10, 087, 344 25, 019, 000 ¢ deal 
Subtotal, plant and sub 
Contract estimate 134, 446, 700 303, 512, 000 38 99, 951, 000 
Present estimate 186, 960, 462 331, 542, 000 wre 

Transmission facility 
Contract estimate 4, 553, 300 § 1 35, 426, 000 4, 164, 000 
Present estimate _. + 53: ! 40, 742, 520 adhe 

Tota 
Coihtrast estimate .----| ? 139, 000, 000 4 338, 938, 000 104, 115, 000 
Present estimate ...-| 3 198, 200, 000 ¢ 284, 709 


| Includes cost of Pierce and Dearborn switching stations 

2 Joppa 1 initia] contract estimate, May 4, 1951, $87,000,000. Joppa 2 initial contract estimate, Oct. 
1952, $52,000,000 

3 Bechtels estimate, June 30, 1954. 


Estimated cost of TVA plants are as follows: 


Total esti- Capability Dollars per 


Name of plant in expansion contract mated cost (kilowatts) | kilowatt 


Kingston 213, 000, 000 | 1, 600, 000 133 
Shawnee 216, 500, 000 | 1, 500, 000 144 
Gallatin 85, 000, 000 500, 000 170 
Sevier . 96, 000, 000 600, 000 160 


NoTE Estimated cost and capability are taken from TVA report entitled ‘‘Report of the Chief Engi- 
neer, Fiscal Year 1953.” 


TVA generating units justified to serve the AEC expansion load at Oak Ridge 
and Paducah are shown in the table below based on above cost per kilowatt: 


| | Estimated 

Contract | Capacity | cost based 
MW (MW) on capa- 

bility 


| | Millions 

Oak Ridge Kingston 7 $26. 6 
Kingston 8 Si 26.6 
John Sevier 1___. 8 4 32.0 
John Sevier 2___. Re ‘ 32.0 
Gallatin 1 j 28.0 
Gallatin 2 ‘ 29.8 


Total ‘ 5 Q 174. 4 


Paducah Shawnee 7 
Shawnee 8 
Shawnee 9 
Shawnee 10 
Gallatin 1 
Gallatin 2 





Total 





Grand total 





! Gives 9.8 percent reserve. 
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TVA estimated cost of facilities to serve the total AEC load at Oak Ridge and 
Paducah in the amount of 2,935 MW is as follows: 


Qe TOE ao cette ttancennncmeanon $485, 000, 000=$150 per kilowatt * 
Transmission facilities 50, 000, 000= 15 per kilowatt 
Total 535, 000, 00O0= 165 per kilowatt 
1 Based on 2935 MW+10% Reserve =3228 MW. 
TVA estimates submitted to the Congress at the time of the request for funds 
for the supply of the initial 500-kilowatt load at Paducah are as follows: 
Shawnee 1 through 4 (600 MW) $88, 500, O0OO—$147 per kilowatt 
Transmission 13, 000, 000= 21 per kilowatt 


Total_ 101, 500, 000 168 per kilowatt 


On January 8, 1954, the fourth unit of the Shawnee plant was placed in 
commercial operation. TVA has informally advised us that the actual cost of 
the plant is within the estimate. 

To supply the expansion load at Paducah and Oak Ridge, TVA submitted 
to the Congress a request for funds amounting to $290 million for the units 
listed above and $15 million for transmission, making a total of $305 million. 
It is believed no allowance has been made in the above costs for cost of financing 
to Government, insurance, or interest during construction. 


B. OPERATION AND FIXED MAINTENANCE EXPENSE AND INSURANCE 


Expenses.—These expenses are included in the TVA and MVG contracts at 
a fixed rate. Any increases in these expenses above those allowed for in the 
rate must be borne by the utility to the extent they are not covered by the 
escalation based on the BLS index. If actual expenses should prove to be less 
than the estimate, the excess revenues are retained in their entirety by TVA; 
whereas under the MVG contract excess revenues are split with AEC on a 50-50 
basis with the utility paying income taxes to the Federal Government on its 
share, provided that a net excess of revenue overall expenses is realized by 
the company. The OVEC and EEI contracts provide for AEC paying for these 
expenses at cost. 

©. ESCALATION FOR FUEL COST 


TVA escalation for changes in fuel cost is reflected in the energy charge by 
an adjustment of 0.01 mill per kilowatt-hour for each variation in cost of fuel, 
per million B. t. u., of 0.1 cent. The basic fuel prices are 18.5 cents per million 
B. t. u. at Oak Ridge and 17.5 cents per million B. t. u. at Paducah, (The 
700-MW load at Oak Ridge varies slightly in that two escalations are provided 
of 0.05 mill for variation of 1 cent for fuel cost, one with a base fuel cost of from 
18.5 to 20.5 cents, the other based at 18.5 cents. ) 

Actual (January 1, 1954—July 1, 1954) applicable fuel costs are about 18.5 
cents at Oak Ridge and 16.77 cents at Paducah. This results in no escalation 
at Oak Ridge and a downward escalation of 0.07 mill per kilowatt-hour at 
Paducah. 

OVEC escalation for fuel cost is based on a direct prorate to AEC and OVEC 
of the actual fuel cost of energy used. OVEC estimates fuel cost at 19.32 cents 
per million B. t. u. The contract energy rate was based on 1714 cents fuel cost. 

EEI escalation for fuel cost is also based on a direct prorate to AEC and EEI 
of the actual fuel cost of energy used. EEI estimates fuel cost at 18.9 cents per 
million B. t. u. Negotiations are underway ‘to reduce these costs. The contract 
energy rate was based on 17% cents fuel cost. 

MVG escalation for 1 cent variation in fuel cost is the sum of $3,500 per month 
for no load fuel and 4; mill. At 5.2 billion kilowatt-hours per year, the cost 
per kilowatt-hour would be— 

For no load fuel 

12 X $3,500 
——————-=0.0081 mill per kilowatt-hour 
5.2 
For energy 4; mill=0.0909 mill per kilowatt-hour. 
Total is 0.0990 mill per kilowatt-hour. 


52390—54—pt. 2——-30 





646 POWER POLICY—DIXON-YATES CONTRACT 


D. ESTIMATED TAX COSTS 


The following table shows the estimated taxes to be paid by utilities supplying 
the AEC load: 


Estimated tag costs by power companies supplying gaseous diffusion areas 


(Thousands of dollars] 





7 | : | 
Federal income taxes! | State and local Total 


Company } j : eae wet 
Total com-| AEC por- | Total com-| AEC por- | Total com-| AEC por- 
} pany tion pany } tion | pany tion 








OVEC $1, 418 $1, 363 $1, 581 $1, 446 $2, 999 | $2, 809 
Mills per kilowatt-hour - 09 09 | “18 

vEI $354 $297 $1, 255 | $1, 050 | $1, 609 | $1, 347 
Mills per kilowatt-hour . 64. Beis | .24 
MVG $536 | $536 $1, 455 | $1, 455 $1,991 | $1, 991 
Mills per kilowatt-hour 10 . 28 | 38 
TRA : 2 0 | 0 0 | 0 0 0 
Tetel...... ; $2, 308 $2, 196 $4, 291 $3, 951 $6, 599 | $6, 147 


1 Does not include possible Federal income taxes on replacements. 


EEInc. Contract No. AT (40-—1-—1312) 

Section 3.06, Adjustment for Taxes and Insurance. 1. * * * The total ex- 
penses of Company for taxes * * * attributable to ownership and operation of 
facilities * * * (other than Federal income- and excess-profits taxes * * *) 
properly chargeable to account 507 * * * of the Uniform System of Accounts 
shall be determined * * * and the base monthly demand charge shall be adjusted 
* * * to reflect the portion of such expenses chargeable to AEC, determined by 
applying to such expenses the ratio of the AEC contract demand * * * to the 
average net capability of Company’s generating station during such month, * * * 
The foregoing provisions * * * are subject to the proviso that: 

(a) The cost of any taxes that are now or may hereafter be levied on revenue, 
energy generated or sold, or on any other basis capable of direct distribution 
shall be allocated directly to AEC, * * * 

3. If Company is unable to obtain a satisfactory ruling * * * permitting 
it to deduct depreciation for Federal tax purposes (which shall include excess- 
profits tax) * * * on a 25-year sinking-fund basis * * * there shall be included 
in the total expenses of Company * * * an amount necessary to provide company 
earnings * * * after all taxes, including Federal income and excess-profits taxes, 
not less than would have been available to company. * * * 


Total cost estimate of annual taxes for entire plant (Feb. 2, 1954) : 


Personal property and real estate__..___..._.__----__._--__- _. $608, 000 
State capital-stock tax_ hice SI ee” 
Illinois franchise_______-~-_ itiiubes sbi BAe Sah 3, 100 
I eae aac 30, 000 
aii ia a on ee a 6, 150 


PN iti i a ea re _ 1, 255, 250 
Cost to AKC, 83.7 percent of total=$1,050,644—0.17 mill per kilowatt-hour. 


OVEC Contract No. AT—(40-1)-—15380 


Section 3.04, Adjustment of Base Monthly Demand charge * * * 3. * * * after 
the close of each calendar month the following components of costs * * * shall 
* * * be determined and recorded. * * * 

(c) * * * the total expenses for taxes, including all taxes on income * * * 
properly chargeable to Account 507 * * * of the Uniform System of Accounts: 

(x) The cost of any taxes that are now or may hereafter be levied based 
on revenue, energy generated or sold or on any other basis capable of direct 
distribution shall be allocated to AEC and Corporation in amounts reflecting 
the proper share of each. * * * 

4. The base monthly demand charge * * * shall be adjusted to equal the 
aggregate of (i) the product of the total of costs specified * * * multiplied 
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by the AEC capacity ratio * * * plus or minus (ii) the net amount of charges 
for credits * * * pursuant to * * * Section 3.08 [use of capacity by corporation 
and AEC]. 

Section 3.07, Reimbursement for Cost of Replacement * * * If corporation 
is unable to secure a satisfactory ruling to the effect that amounts paid by AKC 
in reimbursement of replacement costs do not constitute taxable income * * * 
AEC shall pay * * * such amount * * * which, after provision for all taxes 
on income shall equal the costs of the replacements reimbursable by AEC. * * * 


Estimate of annual tazves 
Reimbursed by AEC: 
OTe Se CR cece nncightvetete Galednden edheie watineneteiapeemmnieh oe $1, 163, 000 
FEN i attntreriwtesicnpnienntnpaadarennnreetinmasadmane 1, 446, 000 


Total (0.18 mill per kilowatt-hour) 


Paid by corporation: 
Federal income taxes 
Other taxes 135, 000 


Total (0.30 mill per kilowatt-hour) 

MVG 

Federal income taxes are not reimbursed under this contract. Included in 
the annual capacity charge is an amount of $536,250 which is the cost contem- 
plated to the Company of Federal income taxes at a 52-percent rate. Adjust- 
ment is provided for, changing this component of the capacity charge if the 
tax rate changes. Such adjustment will be applied prospectively by estimating 
at the beginning of each quarter the tax payable on a 9-percent return on 
$5,500,000 equity. Prospective adjustments also provide for tax changes brought 
about by the capital-cost-provision adjustment and the adjustment for taexs on 
payments made for replacements. State and local taxes, with certain excep- 
tions, are reimbursed by AEC under this contract. 


TVA contracts Nos. AT—(40-1)-—1628 and 1629 


5. * * * In the event that Authority is required by any law enacted after 
January 1, 1953, to pay any amounts for or in lieu of taxes which it would not 
have been required to pay except for the supply of power hereunder, including 
without limitation any payments resulting from Authority’s ownership or op- 
eration of steam-electric generating and other facilities required for such supply 
of power, Commission will reimburse Authority for such payments, * * * 


Federal taxes on replacement payments 


Amounts shown in the above table do not include possible taxes for replace- 
ments. Under the EEI, OVEC, and MVG contracts, provision is made for com- 
pensating the Company for income taxes on payments made for replacements if 
the Internal Revenue Service rules that such payments are subject to tax. 


REI and OVEC 


Taxes paid on replacement payments made AEC are reimbursed to the 
Company at cost. 


MV@ 


A separate adjustment is provided for the estimated Federal tax costs on 
payments estimated to be paid for replacements. 

a. Amortization and Interest. The MVG contract rate is based on 30-year 
amortization of company’s indebtedness at 3% percent interest on a sinking-fund 
basis. During negotiation meetings company has stated that the actual rate of 
interest will be about 3.6 percent. However, the capacity charge is based on the 
3% percent basis of the proposal. During the contract terms of 25 years AEC will 
only pay through the demand charge approximately 75 percent of the 
indebtedness. 

The TVA rate includes an allowance for fixed charges which will amortize the 
cost of the plant in 28 years assuming 4 percent interest on a sinking-fund basis. 
The OVEC rate is based on amortizing the facilities in 25 years at 3% percent 
interest. The EEI contract is based on a 25-year sinking-fund amortization with 
interest of 3 percent on the first $100,000,000 of plant, 4% percent interest on the 
next $30,000,000, and 3% percent interest on approximately $65,000,000. The 
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contracts with OVEC, EEI, and MVG provides for AEC to participate in savings 
resulting from refinancing. 


E. EQUITY CAPITAL PROVISIONS IN OVEC, EEI, AND MVG CONTRACTS 


The capital structure of the average utility is made up of approximately 50- 
percent debt and the balance in equity—preferred and common stock. Because 
of the nature of the AEC contracts with OVEC and EEKI, the lending agencies 
financing the construction of the plants have not insisted upon this high a ratio 
of equity capital to debt. In the case of OVECO, the equity capital is $20,000,000, 
or about 5 percent of the total capital investment. In the case of EEI the initial 
equity capital is $6,200,000, or slightly less than 4 percent of the total investment. 
For the MVG proposed contract, $5,500,000 equity is being provided, or approxi- 
mately 5 percent. 

OVEC contract 


The contract with OVEC provides that earnings on equity capital of 8 percent 
after Federal taxes on income will be included in the costs on which the rate for 
power is computed. However, so long as the capital requirements of the company 
do not exceed $440,000,000, the capital stock which may be issued is limited to a 
total of $20,000,000. Thus the Commission’s liability for payment to cover 
earnings on equity capital after taxes is limited to the 8 percent, after Federal 
taxes on income, payable on the $20,000,000 initial equity capital investment. If 
more than $440,000,000 of totai capital investment is required to construct the 
plant and provide for the required working capital additional stock may be 
issued up to 5 percent of the total additional capital requirements and the power 
rates will be adjusted to reflect an 8-percent return on 5 percent of the total 
capital, d 
HEI contract 


The corporations’ total earnings, including earnings from its non-AEC business, 
are limited to the extent that the total return on equity after taxes shall not 
exceed $508,000 on the $6,200,000 initial equity or 8 percent after taxes on any 
additional equity. Accordingly, AEC does not guarantee any return on ERI 
equity capital. 

Such guarantee as exists is made by the sponsoring companies under their inter- 
company contract with EEI. This contract provides that all revenue require- 
ments of EEI for interest, amortization, and operating costs not paid for by AEC 
and other customers shall be paid by the sponsoring companies for power de- 
livered to those companies. 

As noted above, the AEC-EEI contract (see sec. 701, p. 39) does limit the 
earnings of EEI. These earnings are limited to a net return after taxes of 
$508,000 per annum on the companies’ equity capital of $6,200,000. Any earn- 
ings in excess of the $508,000 are set aside in a special reserve. Upon expiration 
or cancellation of the contract with AEC, any amounts remaining in this reserve 
shall be applied to reduce the cancellation charges or shall be paid over to AEC 
or the U. 8, Treasury. 


MVG contract 


The ABC-MVG contract is a fixed-price contract with provision for escalation. 
In arriving at the estimated capacity charge there was included an amount 
equal to 9 percent of $5,500,000 equity which is a return of $495,000 after taxes 
on Federal income. This return is not guaranteed by AEC. If plant-construc- 
tion costs exceed the target estimate the company must bear 50 percent ($28,025 
per $1,000,000) of the first 9 percent of such increase and 100 percent ($58,050 
per $1,000,000) for any increase over 9 percent with a resultant decrease in 
revenue to provide return on equity. Revenue to provide return on equity will 
also be decreased if actual operating expenses exceed the amounts estimated in 
the capacity charge. 

If construction costs are Jess than the target estimate, the return on equity 
will increase by $28,025 for each $1 million of decrease. If operating expenses 
prove to be less than the amount estimated, the amount of the decrease is split 


between AEC and company, thus increasing the return by the amount remaining 
after taxes. 


Earnings of Flectric Utilities 


That the above estimated earnings are reasonable is reflected by comparison 
with the average earnings on equity capital of all private electric utilities with 
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revenues of over $250,000 per annum as shown in the Federal Power Commis- 
sion’s annual publication “Statistics of Blectric Utilities.” 
Earnings available Earnings available 
jor common stock as for common stock as 
Year: a percent of equity | Year—Con. a percent of equity 
1068 ca 
1947 


6 


(Norr.—-For the purpose of these calculations, “earnings” are considered as the amount 
available for payment to the common-stock holders from net income after payment of 
referred dividend payments; these earnings are applied to the “common equity” which is 
considered as the par value of the common stock outstanding plus the earned surplus of 
the corporation. ) 


Another approach to the rate-of-return question is to compare the total of all 
forms of return on investment (that is, the earnings paid on the equity capital 
plus the interest paid on bonded indebtedness plus dividends on preferred stock) 
to the total capital investment. Regulatory agencies usually limit utilities to a 
return of approximately 6 percent on their rate base. This is an overall rate of 
return on the different types of capital varying from 3 percent to 4 percent on 
ponded indebtedness, 444 percent to 4% percent on preferred stock, to 8 percent 
to 11 percent on equity capital. Assuming a capital value of $100,000,000 for a 
utility company with the breakdown of capital structure of 35 percent common 
stock, 15 percent preferred stock, and 50 percent bonded indebtedness and using 
the highest rates for interest on bonded indebtedness and dividends on preferred 
stock, a 6 percent return for such a utility would permit a return on the equity 
capital of 9.4 percent. Making the same calculations for the OVEC and EEI con- 
tracts and using the 8.0 percent and 8.2 percent return on equity in the respective 
contracts, the overall rate of return on capital investment is 4.0 percent for the 
former and 3.6 percent for the latter as compared to the 6.0 percent usually 
allowed by ratemaking bodies. For MVG the return on equity is assumed at 9 
percent and the overall return on capital investment is estimated at 3.9 percent. 


Assumed example $100,000,000 financing weing average figures of ororerne utility 


| 
Percent of . Percent Dollar 
| total nt | Capital return return 


Millions | Millions 
Common....- z ial 35. $35. 0 9. 39 | $3. 287 
Preferred ___.. al ceiahigiebeaasiialae 5. 15.0 | ae .713 
Bonds. . : ; : sdaccanadsecn] e | 50.0 | 2. 000 


Total “100. 
Total acts 0 return (6.000) 


Capital (100,000) "00 Pereent 
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Approximate calculations for contracts with: 



























































Percent | ' ‘ | Dollar 
| oftoral | (capital, | Percent | return 
| capital | = (millions) ca 
ji Se eek sR li al aN iil Bila 2 z 
Electric Energy, Inc / 
Equity. ; 3.1 $6. 2 8.2 $0, 508 
Bonds | 
Base 127.7 3.04% 4. 246 
Expansion } 96.9 { 63.7 | 3. 75 2. 389 
Total___. ; 100. 0 197.6 |___. 7.143 
| | | 
Total dollar return (7.143) ain mania 
Capital (197.600) ad ocean 
Ohio Valley Electric Corp.: | 
Equity... ; 5.2 | 20.0 8.0 1. 600 : 
Bonds... 94.8 368. 13. 943 ' 
|- aus ot > | eee oe — 
Total 100. 0 ’ 15. 543 
Total dollar return (15.543) 4.0 iia Peers onal v e 
=A6 Derce 
Capital (388.3) oo : 
MVG: 4 
Equity-- 6.1 5.5 9.0 495 i 
Bonds and bank loans 94.2 | 99. 9 3.6 3. 596 F 
Interests on equity during construction 7 7 5 3 
Total > ob A 4 
Total dollar return (4.116) 8 80 Hatestit 4 
=9.? sree a 
Capital (106.1) ras ie Fa 
Z 
stabneabrstabeteuitecidbihs ‘ ptm beak en bite . 4 
1 Excludes $1,135,000 for Arkansas Power & Light Co. facilities. 3 
The following data relate to the equitable percentage to be applied to the equity ‘ 
capital invested in Ohio Valley Electric Corporation. The contract with AEC : 
provides for a return of 8 percent per year on the equity after all income taxes. : 
The 8-percent return is on the low side as indicated by the following: 4 
(1) The listed common stocks of the eight operating utilities involved directly i 
in the contract over the five years, 1947-1951, have sold on an earnings-price ratio 3 
consistently higher than 8 percent. a 
The tabulation below shows the average earnings-price ratio for the operating 
companies in the group whose stocks were listed during the period: 
Percent Percent F 
NN scenic cciel i tiocexcckinnna dei naan aT b BOs sec ccntticenitndnnsiins 10.18 ; 



























ices hehe taal digeige pes nickcann ae 10. 70 


1951 





The earnings-price ratio, which is the earnings for the year divided by the 
average of the high and low market price for the year, is generally regarded by 
utility commissions as the basic criteria for measuring the cost of equity capital. 
On this basis, therefor, the cost of equity to OVEC, which is a reflection of 
the cost of equity to the companies submitting the proposal to the AEC, should 
exceed 8 percent. 

Including American Gas & Electric Company and West Penn Electric Com- 
pany, the average earnings-price ratio for the companies involved over the five 
years, 1947-1951, has been as follows: 

Percent Percent 


pl aavicetininndtalmmamipaedtewniiingaint O OS t ieee. ss sh ee 10. 55 
cihittuidadianatateenieaeamatal 1951 


Note.—The above average earnings-price ratios represent those for the stocks of com- 
panies publicly held during this period. 

Tabulation showing figures by companies is attached. 

While the stocks of most of the companies in the group were not listed in 
prior years, so that the cost of equity money to this group for a long period 
of years is not available, studies of earnings-price ratios of common stocks of 
varying grades of predominantly electric utilities clearly indicate that an 8- 
percent earnings-price ratio is on the low side for a mixed quality group of elec- 
tric utility common stocks in pre-World War II years. 
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(2) Compared with the earnings-price ratios at which electric utility stocks 
of companies in the United States as a whole sell, the 8-percent figure is 
low. The tabulation below, which lists the average earnings-price ratio for 
high and better grade and medium grade common stocks (currently including 
the stocks of more than 100 companies) shows that in none of the last five years 
was the average as low as 8 percent. 

Percent Percent 
SOUT... ..dncacmnnerecinaniniasat 9. 07 
hel ee eee 10. 25 
1960... 5... nincenendsd-cstechanae tiene sania 


(3) The relationship between a 3%4-percent rate on the 25-year sinking-fund 
debt and an 8-percent rate on the equity is a narrow relationship, judged by 
current and recent relationships between the cost of debt money and equity 
capital. 

For example, 30-year electric utility bonds rated A, with only a relatively small 
sinking fund generally satisfied by property, in 1951 sold on a yield basis averag- 
ing approximately 3.15 percent, compared with an average earnings-price ratio 
for utility common stocks of 8.68 percent. With a 3%-percent rate on debt, a 
return on equity of well over 9 percent could reasonably be anticipated. 

(4) The returns on equity earned by the industry as a whole and by the 
companies participating in the AEC proposal, as indicated by earnings-price 
ratios are a reflection of the risks involved in these equity investments. The 
risks involved in the equity investment being made by the participating com- 
panies are somewhat different, and must be appraised in the light of these risks. 

The companies are making an investment in an equity which is junior to a very 
large debt investment. As a protection for this investment in a thin equity, the 
contract provides for rates which will make possible the retirement of the debt 
over a 25-year period, and which contains provisions which are designed as a 
protection against the effects of cancellation. 

Even allowing for the shielding effect of these protective clauses, however, 
the equity investor in OVEC runs the risk of the adverse effect on his position 
of a cancellation during a period of low general business activity in the area 
in which the available power, not required by the AEC, must be absorbed. 


Farnings-price ratios of publicly held common stocks of companies involved in 
proposal of May 12, 1952, to AEC, 1947-51 


[Percent] 


1947 1949 | 1950 1951 


Cincinnati Gas & Electric > 
Columbus & Southern Ohio Electric 
Dayton Power & Light_...- i 
Kentucky Utilities 

Louisville Gas & Electrie_-. 

Ohio Edison_... 

Southern Indiana Gas & Electric 
Toledo Edison-.-. pitibebitiads 
West Penn Electric... 


7. 56 ie . 87 9. 94 28.08 
10. 33 2 . 87 | 11. 9.10 
9. 08 . 62 9. 58 | 8. 66 
() 3. 12. 4 10. 00 
() . 22 78 9.18 10. 44 
9. 69 20 | .75 8. 45 
(3) c . 0! &. 80 
() y ) 
(3) 


8.77 


American Gas & Electric 11.06 4 | 55] 9.82) 18.07 
| 


Arithmetical average. -........- | 9. 54 11. 


a 


1 A 5 percent stock dividend was paid in 1951 which affected the market price. 

2 A 5 percent stock dividend was declared in November 1951 and paid in February 1952. 

3 Not publicly held during period. 

4 Plan of corporate simplification of the holding company system consummated in September 1949. 

5 Based on reported consolidated net income. Such income for 1949 was increased by $1,315,970 as a 
result of the consummation of the plan of corporate simplification and the refinancing plan of the company 
in September and October of that year. If net income is reduced by $1,315,970, the earnings-price ratio 
would be reduced to 14.51 percent. 


Nortre.—Earnings-price ratios represent the relationship of annual earnings per share common stock 
(based on the average number of shares outstanding during the year) to the average of annual high and low 
common stock market prices. 
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Sarnings for the sponsoring companies of MVG during the period of 1950—53 
are shown in the following tables : 


Middle South Utilities, Inc-—Summary of earnings on common stock 


(Thousands omitted] 


1950 1951 


Average common stock equity of Middle South Utilities, Inc., 

and subsidiaries consolidated as derived from capitalization 

table shown on pp. 26 and 27 of 1953 annual report $110, 138 | $121, 238 | $134, 
Less: Minority interest in subsidiary : 1, 523 1, 646 1, 


Average common stock equity applicable to investments | 
of Middle South Utilities, Inc_. 108, 615 119, 592 132, 741 149, 406 
Equity of Middle South Utilities, Inc., in net income of sub- | 
sidaries (pp. 26 and 27 of report) 11, 208 12, 078 13, 651 | 15, 693 
Earnings on Middle South Utilities, Inc., common stock (per- | 
cent)... . seilanamuadions 10. 3 | 10.1 10.3 | 10.5 
| | 


Mississippi Valley Generating Co.—Southern Co. system, 4 operating companics 
combined 


a reams 
Average Combined 
equity | net income 


Return on 
average 
equity 


| Percent 
79, 129 $18, 333, 597 | 12.77 
574 18, 669, 842 | 11. 39 
727 22, 379, 946 12. 29 
289 24, 827, 900 12.17 


F. EXCESS CAPABILITY 


Under the MVG contract 60/65 of actual capability in excess of 650,000 kilo- 
watts which may be developed by the plant is turned over to AEC without change 
in the demand charge. 

Under the EEI and OVEC formula excess capability is retained by the com- 
pany. ABC benefits by a reduction in the demand charge and increased reserves. 

The following table shows the relationship between contract capacity and 
plant capability : 


te TVA- 
['VA-OR | psadueah 


AEC contract demand, MW 1 1, 030 | 11, 205 

Capability of plants, constructed for load | 
MW | 11,135 1 1, 365 | 

Ratio capability/demand _ - 1.10 | 1.13 | 

Guaranteed backup of plant MW -. (2) (2) 

Ratio backup-demand_-. - (?) @) 

Ratio total backup/demand ‘ (?) (?) 

Cost of backup power from plant- (4) (*) 

Cost of backup power from other source - - (4) 


| See table on pp. 51 and 52 
2 Not limited. 
3 See the following: 


| 
MVG AEC con- 
backup tract capacity 





With 1 unit down. 
With 2 units down 
With 3 units down 





4 Contract rate, 
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TVA responsibility to supply contract demand is not related to or limited by 
yperation of the Kingston, Shawnee, Sevier, and Gallatin Units. EEI will make 
available to AEC all Joppa capacity plus 150 MW backup. OVEC will make 
available to AEC all OVEC capacity on which AEC pays demand plus 15 percent 
of AEC demand plus losses. MVG will make available to AEC all MVG capacity 
plus backup varying from 166 MW when 1 unit is down to 200 MW when 3 units 
are down. F 

G. CANCELLATION 


(1) Prior to Completion of Facilities. Under the MVG contract AKC cancella- 
tion is effective on the date of notice if the expenditures plus cost of cancellation 
commitments is equal or less than $40,000,000. AEC pays costs to company 
less Salvage value. After the $40,000,000 is exceeded, termination is effective upon 
3 years’ notice and payment of charges in accordance with termination after 
full scale operation. 

Under the OVEC contract AEC has the right to terminate prior to full seale 
operation. After receipt of notice, OVEC and AEC mutually determine the 
estimated cost to complete and the estimated net cost to abandon, with respect 
to general facilities and each generating unit. OVEC and AEC mutually de- 
termine the facilities to be completed and not to be completed. If parties fail to 
agree, facilities to be completed shall consist of those generating units on which 
OVEC has increased expenditures which together with costs of cancellation 
commitments equal or exceed 20 percent of the estimated costs. For facilities 
not to be completed AEC must reimburse OVEC for all expenditures made, all 
costs of cancellation of commitments and net cost abandoning construction, less 
the net salvage value. For facilities to be completed, AEC is required to pay 
a demand charge for the period beginning with commercial operation of the 
first generating unit to be completed and a date 24 months after the notice 
date. AEC is also required to pay a cancellation charge based on the number 
of units to be completed. The contract described the basis computing this 
termination payment. 

Under the EEI contract termination is effective immediately on date or notice 
prior to full scale operation. Termination payment will be based on expendi 
tures made or committed to be made less fair value which shall not exceed 72 
percent of cost of facilities to company. 

(2) After Full Scale Operation. Under the MVG contract termination is 
effective after a 3-year notice period. Company is obligated to absorb capacity 
as fast as load growth will permit but not less than 100,000 kilowatts per year. 
AEC may make use of or assign to another agency unabsorbed capacity. Under 
this formula if AEC uses or assigns the capacity during the absorption period, 
termination charges become zero. 

AEC is obligated to pay demand on unabsorbed capacity. Provision is made 
for credit of $500,000 per each unit which is not used. 

Under the OVEC contract, termination is effective after 2 years’ notice. 
Termination payments begin with 28 months of modified demand charge if notice 
is given in first year of full-scale operation and reducing each year until in the 
eleventh year it becomes zero. 

Under the EEI contract termination is effective for the first 500,000 kilowatts 
from Joppa 1 on one year’s notice. Termination charges are 28 percent of cost 
of facilities less amount of indebtedness repaid on effective date of cancellation. 

For Joppa 2 three years’ notice is required during the first 10 years of full- 
scale operation, 2% years for the next 5, 2 years during next 5 and1 year 
for remainder of contract term. Termination payments are based on a percent- 
age of the principal amount of the indebtedness outstanding on effective 
date of cancellation. Such percentage begins with 25 percent if termination 
is effective during first year of full-scale operation and is reduced by one percent 
for each succeeding year. 

The TVA Paducah contract and the Oak Ridge expansion contract can be 
terminated on 52 months’ notice. Provision is made for reduction of demand 
during the period. If AEC uses the capacity, the cancellation costs become zero. 

The OVEC, MVG, and TVA contracts also provide for payment of cancel- 
lation cost of coal contracts. 

The estimated maximum costs of cancellation assuming no energy is used 
during notice period are shown in the following table. 
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APPENDIX 13 


AEC power demand (MW) as of September 1954 


1951 TVA contract, Oak Ridge 


Interim TVA agreement, Oak Ridge_-_ 


Subtotal, Oak Ridge 


TVA, Paducah 
Interim TVA agreement, Paducah__ 


Subtotal, TVA Paducah__-- 


KEI, permanent power_- 
KE 


I, interim power — 


September 195 5 
demand (MW) 
tiie 700. 0 

adie 690. 0 


ee 


1, 390. 0 


500. 0 
295. 0 


500. 0 


226. 0 


Subtotal, EEI Paducah 726.0 
Subtotal, Paducah 


OVEC, Portsmouth, interim taba 49.5 


Total, all sites____ ; pecs : ' % 2, 960. 5 


APPENDIX 14 
INFORMATION ON OVEC, EEI, anp TVA ConTRACTS 


Oak Ridge Base Contract—TVA 
Contract No. AT—(40-1)-GEN-204 
Entered into: July 1, 1951 
Contract Demand: 700 MW 
Signed by: S. R. Sapirie, Manager, Oak Ridge Operations; John Oliver, Act 
ing General Manager, TVA; Approved by TVA Board of Directors—Sep- 
tember 14, 1951; Approved by R. W. Cook, Director of Production 
Commissioners: Gordon Dean, Sumner T. Pike, Henry D. Smyth, Thomas EF. 
Murray, T. Keith Glennan 
Oak Ridge Expansion Contract—TVA 
Contract No. AT (40-1 )-—1628 
Entered into: March 26, 1953 
Contract Demand: 10830 MW 
Signed by: S. R. Sapirie, Manager, Oak Ridge Operations; A. J. Wagner, 
Acting General Manager—TVA 
Commissioners: Gordon Dean, Henry Smyth, Thomas E. Murray, Eugene 
Zuckert 
Oak Ridge Interim Contract 
Contract No. AT (40—1)-1737 
Entered into: January 31, 1954 
Contract Demand: Variable 
Signed by: S. R. Sapirie, Manager, Oak Ridge Operations; John Oliver, 
General Manager—TVA; Approved by R. W. Cook, Acting Director of 
Production 
Commissioners: Lewis Strauss, Henry D. Smyth, Thomas E. Murray, Eugene 
Zuckert, Joseph Campbell 
Paducah Contract—TVA 
Contract No.: AT—(40—1)-1629 
Entered into: March 26, 1953 
Contract Demand : 1205 MW 
Signed by: S. R. Sapirie, Manager, Oak Ridge Operations; A. J. Wagner, 
Acting General Manager, TVA; Approved by R. W. Cook, Director of 
Production. 
Commissioners: Gordon Dean, Henry D. Smyth, Thomas E. Murray, Eugene 
Zuckert 
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Paducah Interim Contract—TVA 
Contract No.: (40-1)—1738 
Entered into: January 31, 1954 
Contract demand: Variable 
Signed by: S. R. Sapirie, Manager, Oak Ridge Operations, John Oliver, Gen- 
eral Manager, TVA; Approved by R. W. Cook, Acting Director of Produc- 
tion 
Commissioners: Lewis Strauss, Henry D. Smyth, Thomas EB. Murray, Eugene 
Zuckert, Joseph Campbell 
Electric Energy, Inc. 
Contract No. (40-1)—1312 
Dated: May 4, 1951 
Contract demand: 500 MW 
Commissioners: Gordon Dean, Henry D. Smyth, Thomas E. Murray, Sumner 
Pike, T. Keith Glennan 
Modification 6 
Dated: July 23, 1953 
Contract demand: 735 
Signed by: S. R. Sapirie, Manager, Oak Ridge Operations, J. W. McAfee, 
President; Approved: Neil Carothers, Acting Director of Production, July 
24, 1953 
Commissioners: Gordon Dean, Sumner Pike, Henry D. Smyth, Thomas DBD. 
Murray, T. Keith Glennan 
Ohio Valley Electric Corporation 
Contract No. AT (40-1)—1530 
Dated: October 15, 1952 
Contract demand: 1800 MW 
Signed by: 8. R. Sapirie, Manager, Oak Ridge Operations, Philip Sporn, 
President of OVEC; Approved: R. W. Cook, Director of Production 
Commissioners: Gordon Dean, Henry D. Smyth, Thomas E. Murray, T. 
Keith Glennan, Eugene M. Zuckert 


Part II 
OcTOBER 7, 1954. 
1. In order to bring the Report up to date, information hereafter will be ref- 


erenced to the appropriate page and paragraph of part I. 
2. Page 1, paragraph 5—Additional discussions with the sponsors have been 


held as follows: 

Date of negotiation meeting: To discuss proof dated 
July 7, 16, and 17_- . othabnarhnrebimal son eneeeninsenegeinendsentiaiiaaan aa a 

Stalks Se OE Bie cena ncnsorre tee veel manana: vidighase neta, Sn: ae 

July 29 and 30_..-_--~- ; seg Cidariniadépenscavet TE ae 
August 4, 5, 6, and 7__- dan thisinin detent tntainn nenicdicenteigaeename 
Ameemt To kieana il slender deamanedi dined ae August 8. 
September 13 . . August 11. 
September 16 and 17_- ; September 13. 


September 30 and October 1 September 17. 


8. Proof dated October 1, 1954, incorporates changes agreed upon as result of 
consideration of the proof of September 17, which changes are principally for 
clarification of language and intent. Proofs of September 17 and October 1 
have been submitted to the Federal Power Commission and the Bureau of the 
Budget. 

4. Page 2, paragraph 7: The letter of the Chairman of the Federal Power Com- 
mission, under date of September 30, 1954, written after a review of the proof 
of September 17, reiterates the conclusion “that the proposed contract with the 
Mississippi Valley Generating Company is fair and equitable to the Govern- 
ment.” AKC’s letter to the Federal Power Commission is attached as appendix 
II-1; and the response as appendix IIT-1A. 

5. AEC’s letter, dated September 20, 1954, to the Bureau of the Budget, is 
attached as appendix II-—2, and the response, dated September 24, 1954, indicating 
concurrence in the view of AEC that the proof of September 17 is also in com- 
pliance with the instructions of the President, is attached as appendix II-2A4 

6. Page 2, paragraph 8: In meetings between Tennessee Valley and AEC 
staffs in Knoxville on September 27 and 28, additional suggestions were made 
by TVA. These and the final AEC suggestions were incorporated in the proof 
of October 1. As the result of the discussions with TVA, section 3.01 has beer 
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further amended in line 20 by inserting “equivalent to 70 MW at the Primary 
Delivery Points” in lieu of “35 percent of its net capacity.” 

7. Attached as appendix II-3 is a letter to the Chairman of the Board of 
TVA, dated September 24, informing him the proof of September 17, which 
incorporates essentially all of the suggestions received from TVA staff, is con- 
sidered to be in final form. Appendix II-3A shows the reply received from 
the Board Chairman. The proof dated October 1, 1954, was made available to 
TVA by letter dated October 4, 1954, see appendix II-3B. 

8. Page 2, paragraph 9: Copies of the proof of October 1 have also been sub- 
mitted to the Joint Committee on Atomic Energy. The Committee has also 
been informed that in the Commission meeting on October 5, 1954, the Com- 
mission approved the form of the proposed contract with the Mississippi Valley 
Generating Company submitted by the General Manager, subject to receipt of 
satisfactory advice from the Attorney General regarding the AEC’s authority 
to enter into such a contract. 

9. The Committee has also been requested to consider at the appropriate time 
waiving the 30-day waiting period requirements of Section 164 of the Atomic 
Energy Act of 1954. 

10. Page 13, paragraph 28: The proposed contract is in final form. 

11. Page 13, paragraph 29: The opinion of the Comptroller General has been 
received. Attached as appendix II—4 is the letter to the Comptroller General, 
and his response it attached as appendix IT-4A. 

12. Page 13 (additional information): Attached as appendix II-—5 is a letter 
received from the Deputy Chief of Engineers, Department of the Army, con- 
cerning the proposed site of the generating plant planned to be built by the 
MVGC. Attached to that letter is a letter from the President of the Mississippi 
River Commission containing information concerning a conference with engi- 
neers from the MVGC and outlining the recommendations which he has made 
concerning the plans for the new generating station. 

13. Page 13 (new information): Attached as appendix II-6 is a copy of a 
letter to the Attorney General, dated October 1, requesting an opinion concern- 
ing AEC’s authority to enter into the proposed contract and attaching a copy 
of the opinion of the General Counsel of the Atomic Energy Commission. 

14. Attached as appendix II-6A is a letter, dated October 5, to the Attorney 
General, notifying him of the change in the last “whereas” clause on page 3 


o 


of the proposed contract, which has been agreed upon by AEC and sponsors. 


APPENDIX II-1 


Unitep StTatTes ATOMIC ENERGY COMMISSION, 
Washington, D. C., September 20, 1954. 
Mr. JEROME K KUYKENDALL, 
Chairman, Federal Power Commission, Washington, D. C. 


Dear MR. KUYKENDALL: On August 20, 1954, we submitted to you for consid- 
eration a proof dated August 11, 1954, of the proposed contract between the 
Mississippi Valley Generating Company and the Atomic Energy Commission. 
Your letter of response dated August 26, 1954, expressed the views of the Com- 
mission with regard to this proof. 

Subsequently on September 9 and 10 meetings were arranged with TVA to 
discuss the August 11 proof. In addition, further discussions have been held 
with the Company to incorporate the suggestions of TVA, which were prin- 
cipally clarification, and to improve other sections of the contract, particularly 
section 4.09, Adjustment in Absence of Sinking Fund Depreciation Ruling, sec- 
tion 4.11, Cost of Replacements, and the addition of section 8.23, Arbitration, 
which we believe result in overall improvement to the August 11 proof. 

The attached proof dated September 17, 1954, is now believed to be in final 
form and we plan to submit this proof to the Joint Committee on Atomic 
nergy to replace the proof dated August 11, 1954. Prior to doing so, we would 
again appreciate your review, indicating whether or not in consideration of the 


contract as a whole the terms, rates, and conditions are fair and reasonable to 
the Government. 


Sincerely yours, 
K. D. NrcHoLs, General Manager. 
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APpPENDIx II-1A 


FEDERAL PoWER COMMISSION, 
Washington 25, September 30, 1954. 
Mr. K. D. NICHOLS, E ; : 
General Manager, Atomic Energy Commission, Washington 25, D. CO. 


Dear Mr. Nicwors: This is in reply to your letter of September 20 trans- 
mitting a copy of the September 17, 1954, proof of the proposed centract between 
the Mississippi Valley Generating Company and the Atomic Energy Commis- 
sion. As stated in your letter this Commission has already furnished you its 
views with respect to the August 11 proof of the contract and you now wish our 
comments on this latest proof which you believe to be in final form for submis- 
sion to the Joint Committee on Atomic Energy. 

We note in the second paragraph of your letter that this new proof of the 
contract incorporates suggestions made by the Tennessee Valley Authority as 
well as other changes made as a result of further discussions with the Company 
and that you believe these changes result in overall improvement of the August 
11 proof. 

After consideration of the changes made since our previous review of the 
contract and viewing the contract as a whole the Commission is of the opinion, 
as previously stated in our letter to you on August 26, 1954, that the proposed 
contract with the Mississippi Valley Generating Company is fair and reasonable 
to the Government. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 


APPENDIX II-2A 


Unttrep States ATOMIC ENerey COMMISSION, 
Washington, D. C., September 20, 1954. 


Hon. ROWLAND R. HUGHES, 
Director. Bureau of the Budget. 


Dear Mr. Huenes: On August 16, 1954, we submitted to you for your con- 


sideration a proof dated August 11, 1954, of the proposed contract between the 
Mississippi Valley Generating Company and the Atomic Energy Commission. 


J 


Your letter of response dated August 18 expressed your view with regard to 
this proof. 

Subsequently on September 9 and 10 meetings were arranged with TVA to 
discuss the August 11 proof. In addition, further discussions have been held 
with the Company to incorporate the suggestions of TVA, which were principally 
clarification, and to improve other sections of the contract, particularly section 
4.09, Adjustment in Absence of Sinking Fund Depreciation Ruling, section 4.11, 
Cost of Replacements, and the addition of section 8.23, Arbitration, which we 
believe result in overall improvement to the August 11 proof. 

The attached proof dated September 17, 1954, is now believed to be in final 
form and we plan to submit this proof to the Joint Committee on Atomic Energy 
to replace the proof dated August 11, 1954. Prior to doing so, we would appre- 
ciate your review and concurrence in our view that the proposed contract is in 
compliance with the instruction of the President. 

Sincerely yours, 


K. D. NicHois, General Manager. 


CXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 


Washington, D. C., September 24, 1954. 
Mr. Kennetau D. NICHOLS, 


General Manager, United States Atomic Energy Commission, 
Washington, D. CO. 
My Dear Mr. Nicnors: Your letter of September 20, 1954, requested our review 
of the September 17, 1954, proof of the proposed contract between the Atomic 
Knergy Commission and the Mississippi Valley Generating Company, which you 


plan to submit to the Joint Committee on Atomic Energy to replace the proof 
dated August 11, 1954. 
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We note from your letter that the present proof incorporates suggestions made 
by the Tennessee Valley Authority, based upon discussions with that agency 
subsequent to submission of the August 11 proof, and includes other revisions 
which result in improvement over the August 11 proof. 

Our letter of August 18, 1954, to you expressed our view that the August 11 
proof of the proposed contract was in compliance with the instruction of the 
President. On the basis of our review of the present proof of the contract, as 
well as our review of the earlier proofs, we concur in your view that the Sep- 
tember 17 proof of the proposed contract is also in compliance with the instruc- 
tion of the Persident. . 

I am sending a copy of this letter to Mr. Herbert D. Vogel, Chairman of the 
Board of Directors, Tennessee Valley Authority, for the information of that 
agency. 

Sincerely yours, 
PERCIVAL BrunpAGeE, Acting Director. 


APPENDIX II-3 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington, D. C., September 24, 1954. 
Brig. Gen. Hersert D. VOGEL, 
Chairman, Tennessee Valley Authority, Knorville, Tenn, 

DEAR GENERAL VOGEL: Since receipt of your letter of September 15, 1954, we 
have had further negotiations with the sponsors of the Mississippi Valley Gen- 
erating Company in which the suggestions made by the staff of TVA during the 
joint meetings of the two agencies on September 9 and 10 have been negotiated 
in the September 17 proof of the proposed contract. 

Chis proof was furnished TVA under leiter dated September 20 from Mr. Cook 
to Mr. Wessenauer with a copy to you and outlines an alternate method adopted 
for carrying out TVA’s suggestions with regard to section 3.01 that removes any 
possible problems relating to the scheduling of deliveries from the MVGC plant 
near Memphis. 

In this regard it would seem, with the data given on load growth in support 
of TVA appropriation requests for necessary funds for construction of a new 
plant at the Fulton site as well as the system as a whole, that the MVGC plant 
could be operated as a base load plant at a high load factor with overall benefits 
in cost to the Government as a whole including TVA and AEC. Also, that there 
should be no material difference in technical difficulties between the use of power 
in the TVA system or the Memphis area whether generated in the MVGC plant 
or the proposed Fulton plant. However, a review of data determined by board 
studies and the information TVA agreed to develop and furnish the AEC for use 
in joint staff discussions on September 27 should bring this into sharper focus. 

I am hopeful that the study agreed to by our staffs and the discussions of 
September 27 and 28 can lead to the development of and agreement of a reason- 
ably simple formula in the trade of 600,000 kilowatts of power as provided for 
under the letter to TVA from Mr. Hughes, Director of the Bureau of the Budget, 
dated August 18, 1954. Our comments at the press conference of September 10 
are in agreement with the above. 

On the revisions to be negotiated to the TVA-AEKC contract for Paducah cover- 
ing this trade of 600,000 kilowatts of power, I believe it is possible to separate 
the discussions and contract revisions on this block of power from the remaining 
605,000 kilowatts insofar as the effect of any future policy decisions on the cost 
of power to the AEC. In this manner an early conclusion can be reached on those 
matters concerning the proposed MVGC contract. 

We now believe the September 17 proof is in final form, contains in various 
provisions adequate flexibility, and is consistent with the assignment of the 
President to the AEC as stated in the letters to us from Mr. Hughes, Director of 
the Bureau of the Budget. 

[ would, therefore, appreciate from you an acknowledgment of review of the 
proposed contract and concurrence on those provisions pertaining to TVA. 

Sincerely yours, 


———— ——., Chairman. 
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ApPpENpDIx II-8A 


TENNESSEE VALLEY AUTHORITY, 
Knogville, Tenn., September 30, 1954. 
Hon. Lewis L. STRAUSS, hand 
Chairman, Atomic Energy Commission, 
Washington, D.C. 


Dear Mr. Strauss: Thank you for your letter of September 24, reporting on 
the status of your contract negotiations with the sponsors of the Mississippi 
Valley Generating Company. You requested our concurrence with respect to the 
provisions pertaining to TVA. 

In discussions between our staffs on September 27 and 28, it was found that 
certain sections directly affecting TVA could be clarified by some further changes 
in tue language. I believe your representatives considered that these changes 
would be likely to be acceptable both to AEC and to the MVGC sponsors. 

Section 3.01, to which you referred, relating to scheduling of MVGC deliveries, 
was among the sections in which changes were developed. With these changes, 
our only remaining question with respect to that particular section was in re- 
gard to the scheduling of overnight shutdowns of one or more of the MVGO 
generating units. Under some of the circumstances that may occur over the 
years, such shutdowns, permitting major reductions in takings of MVGC power 
during night hours of light power use by consumers, are likely to be of sub- 
stantial economic importance to the Government. Our question has been re- 
solved satisfactorily by the assurance of your representatives, supported by 
memoranda prepared by MVGC representatives, as well as by the information we 
furnished from our own experience, that schedules furnished a few hours in 
advance in accordance with normal day-to-day system operating practice will be 
adequate notice to permit overnight shutdown of the generating units. 

The discussions between our staffs of the provisions to be incorporated in 
arrangements between AEC and TVA are well under way and will be continued 
next week. We have proposed a form of agreement that would permit the ar- 
rangements to be relatively simple. As you know, our approach to the develop- 
ment of these arrangements is based on our understanding that TVA will be 
kept whole, sharing costs only to the extent of benefits received. If arrange- 
ments between our agencies are completed on that basis, the greater part of your 
contract with MVGC will not be of direct concern to TVA. None of the provisions 
determining the cost of the power would affect TVA’s costs unless the contract 
were canceled by AEC and an interim period should occur in which the power 
would be assigned to TVA. 

Assuming that the arrangements between AEC and TVA will, as we expect, 
compensate for any benefits and costs that otherwise would accrue to TVA, our 
direct concern with your contract with MVGC would be limited to the provisions 
dealing with the physical impact on our system of the power purchased for your 
account in replacement of power taken from our system by your Paducah project. 
On the foregoing assumption as to the AEKC-TVA arrangements and with the 
changes discussed by your representatives and ours on September 27 and 28, 
we believe that all such provisions of your proposed contract with MVGC would 
be in a form satisfactory to TVA. 

We appreciate the personal interest expressed in your letter and in your 
thoughtful postscript. Our Board of Directors would like someday to meet with 
the Commission in person and discuss matters of future mutual interest. Mean- 
while, we are giving careful consideration to your letter of September 18 regard- 
ing the clarification of basic policies that should shape future power supply ar- 
rangements between AKC and TVA, and you will be advised of our views on this 
matter as we proceed. 

Sincerely yours, 
HERBERT D. VoGeEt, 
Chairman of the Board, 
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AppENpIx II-3B 


Untirep States Atomic ENERGY COMMISSION, 
Washington, D. C., October 4, 1954. 
Mr. G. O. WESSENAUER, 
Manager of Power, Tennessee Valley Authority, 
Chattanooga, Tenn. 


DEAR Mr. WESSENAUER: Under letter dated September 20, 1954, we made avail- 
able to you a proof dated September 17, 1954, of the proposed contract between 
the Atomic Energy Commission and the Mississippi Valley Generating Company. 

The attached proof dated October 1, 1954, is now in final form and contains all 
of the suggestions we discussed with TVA in our meeting in Knoxville on Septem- 
ber 27 and 28 and changes resulting from further review by the Commission which 
are principally clarification of language and intent. A summary of these changes 
is attached. 

We appreciate your letter of September 30 and look forward to our next meet- 
ing now scheduled in Knoxville for October 11. 

Sincerely yours, 
. R. W. Cook, 
Assistant General Manager for Manufacturing. 
ec: General H. D. Vogel, Chairman, 
Tennessee Valley Authority, 
Knoxville, Tenn. 


APPENDIx II-4 


Unrrep StratTes ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., September 24, 1954. 
The honorable the ComprroLLeR GENERAL OF THE UNITED STATEs. 


DEAR Mr. ComPTrRoLLeER GENERAL: The Atomi¢ Energy Commission has negoti- 
ated the enclosed power contract in accordance with the President’s budget mes- 
sage, dated January 21, 1954, and the letter from the Director of the Bureau of 
the Budget, dated June 16, 1954, stating, ‘The President has asked me to instruct 
the Atomic Energy Commission to proceed with negotiations with the sponsors 
of the proposal (April 10, 1954) made by Messrs. Dixon and Yates, with a view 
to signing a definitive contract on a basis generally within the terms of the pro- 
posal.” The contract is between the United States and the Mississippi Valley 
Generating Company, a corporation organized to carry out the proposal referred 
to above, which was made to this Commission on behalf of Middle South Utilities, 
Inc., and the Southern Company. 

The contemplated relationship between the AEC and TVA with respect to the 
power and energy to be furnished under the contract and the distribution of costs 
therefor, are discussed in the following excerpt from a letter to the Vice Chair- 
man of the TVA from the Director of the Bureau of the Budget dated August 18, 
1954: 

“The proposal contemplates that the Atomic Energy Commission will purchase 
power to replace power which it would otherwise obtain from the Tennessee 
Valley Authority. It does not contemplate that the AEC will buy power to supply 
TVA’s requirements, and it does not change the status of TVA. It will meet the 
area’s immediate needs, while allowing time for study as to how the long-range 
needs can best be provided for. 

“The arrangement is essentially an interchange of power in kind between AEC 
and TVA. The Atomic Energy Commission will purchase the Middle South- 
Southern power and will trade that power to TVA for an equivalent amount of 
power delivered to AEC at its points of use. The division of costs between the 
two agencies should be determined accordingly. The Atomic Energy Commis- 
sion should pay the costs of procuring the power from the new plant and for 
transmitting it to contract delivery points. The Tennessee Valley Authority 
will be expected to bear the costs necessary to receive the contract power at 
contract delivery points and all other costs in connection with its distribution 
and use through the TVA transmission system, as usually has been the case 
for power received from outside sources. The delivery of this replacement 
power to TVA in the Memphis area where TVA needs power is to the advantage 
of TVA. However, if AEC had considered only its own requirements and pro- 
cured power near Paducah to serve that installation directly, power turned 
back for TVA use would have been in the Paducah area rather than in the 
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Memphis area. Therefore, as a matter of equity, the additional cost of deliver- 
ng coal to the Fulton-Memphis area (about the same whether for a plant put up 
by private industry or by TVA) as compared with delivery at Paducah should 
Yo taken into account. Whatever adjustment is appropirate and may be fair 
to both agencies should be made after full consideration of all the factors, 
involved. The terms, billing arrangements and amounts will, of course, have 
to be worked out by TVA and AEC by mutual agreement and should be suffi- 
ciently flexible to permit changes from time to time as circumstances may re- 
welt is expected that the AEC will reduce its commitments from TVA in the 
:mount of approximately 600,000 kilowatts of capacity as contemplated in the 
President’s budget message. This will involve a modification of the present 
eontracts between AEC and TVA to reduce the AEC demand by 600,000 kilowatts, 
with a corresponding reduction in the amounts of energy required by AEC, 
in exchange, TVA will agree to receive in the Memphis area the same amounts 
if capacity and energy for the account of AEC and to deliver equivalent amounts, 
in total, to AEC at its plants. 

“As explained in my letter of June 16, 1954, the reduction of 600,000 kilowatts 
in TVA’s present commitments to ANC will make this amount of capacity avail- 
able to TVA for use in its system. Of this total additional capacity, 500,000 
kilowatts will be available to meet the estimated growth in industrial, municipal, 
and cooperative loads in the TVA area through calendar year 1957. The remain- 
ing 100,000 kilowatts will be applicable against the increase of 135,000 to 175,000 
kilowatts in AEC load at Oak Ridge, which has developed since the President's 
budget message was transmitted and which, in accordance with my letter of June 
16, 1954, TVA should plan to take care of with the new generating capacity 
currently scheduled for installation through 1957. 

“Under the arrangements described above, there appears to be full provision 
for control by the TVA Board over the costs TVA would incur. The contem- 
plated arrangements will keep the lines of responsibility clear between AEC and 
TVA. Inasmuch as AEC will have the responsibility for contracting for the 
power produced by Middle South-Sonthern, it will bear the costs for producing 
that power. The Tennessee Valley Authority (in exchange for equivalent power 
delivered to AEC) will receive and use the power through its transmission sys- 
tem and, therefore, should bear its own costs associated with such transmission 
and distribution. We understand the TVA responsibility for efficient and eco- 
nomical performance to apply to the use of the power and the operating ar- 
rangements from the point TVA receives it as exchange power from the Middle 
South-Southern producers. I am confident TVA will cooperate with AEC in 
working out arrangements which will result in maximum efficiency and economy 
for that Government.” 

The contract with Mississippi Valley Generating Company provides in part 
that “the obligations of the parties hereunder shall be subject to the following: 

“* * * the receipt by the Company of an opinion of the Comptroller General 
of the United States to the effect that the AEC has power and authority to enter 
into this contract and to obligate the United States of America for all payments 
which may be required to be made by the AEC to the Company pursuant to any 
of the provisions hereof, and that the AEC has authority to pay cancellation 
costs under this contract out of any funds now or hereafter appropriated to it 
by Congress.” (§ 8.15.) 

The contract is to be executed pursuant to the authority of the Atomic Energy 
Act of 1954. Section 164 thereof relating to electric utility contracts, provides 
as follows: 

“The Commission is authorized in connection with the construction or opera- 
tion of the Oak Ridge, Paducah, and Portsmouth installations of the Commission, 
without regard to section 3679 of the Revised Statutes, as amended, to enter into 
new contracts or modify or confirm existing contracts to provide for electric 
utility services for periods not exceeding twenty-five years, and such con- 
tracts shall be subject to termination by the Commission upon payment of 
cancellation costs as provided in such contracts, and any appropriation presently 
or hereafter made available to the Commission shall be available for the pay- 
ment of such cancellation costs. Any such cancellation payments shall be taken 
into consideration in determination of the rate to be charged in the event the 
Commission or any other agency of the Federal Government shall purchase elec- 
trie utility services from the contractor subsequent to the cancellation and dur- 
ing the life of the original contract. The authority of the Commission under 
this section to enter into new contracts or modify or confirm existing; contracts 
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to provide for electric utility services includes, in case such electric utility sery- 
ices are to be furnished to the Commission by the Tennessee Valley Authority, 
authority to contract with any person to furnish electric utility services to 
the Tennessee Valley Authority in replacement thereof. Any contract here- 
after entered into by the Commission pursuant to this section shall be sub- 
mitted to the Joint Committee and a period of thirty days shall elapse while 
Congress is in session (in computing such thirty days, there shall be excluded 
the days on which either House is not in session because of adjournment for 
more than three days) before the contract of the Commission shall become ef- 
fective: Provided, however, That the Joint Committee, after having received 
the proposed contract, may by resolufion in writing, waive the conditions of or 
all or any portion of such thirty-day period.” 

The contract further provides that the effective date shall be the latest of the 
following : 

“(a) the date when this contract is executed and delivered by the parties 
hereto; (b) the date when item (3) of section 8.15 shall be delivered to the Com- 
pany; (¢) the date when item (4) of section 8.15 shall be delivered to the Com- 
pany: or (d) the date on which the time shall have elapsed during which the 
contract must remain on file with the Joint Committee on Atomic Energy pur- 
suant to seetion 164 of the Atomic Energy Act of 1954 or the date when said 
Joint Committee shall have waived such requirement as provided in said sec- 
tion.” (§ 8.22.) 

We are of the opinion that the Atomic Energy Commission has power and 
authority under the Atomic Energy Act of 1954 to execute this contract and the 
undertakings described therein and to obligate the United States of America 
for all payments which may be required to be made by the Atomic Energy Com- 
mission to the Mississippi Valley Generating Company pursuant to any of the 
provisions of the contract and that the persons who are to execute and deliver 
the contract on behalf of the AEC have full power and authority to do so. We 
are also of the opinion that the contract complies with the requirements of 
section 165 of the Atomic Energy Act of 1954, relating to contract practices, 
which provides in pertinent part : 

“b. No contract entered into under the authority of this Act shall provide, 
and no contract entered into under the authority of the Atomic Energy Act of 
1946, as amended, shall be modified or amended after the date of enactment of 
this Act to provide, for direct payment or direct reimbursement by the Commis- 
sion of any Federal income taxes on behalf of any contract performing such 
contract for profit.” 

However, in view of the insistence of the sponsors that your opinion be obtained, 
as described above, we would appreciate receiving your views. 

The proposed contract will carry out the President’s objective for meeting 
power needs in the TVA area, which was expressed in his 1955 budget message 
as follows: 

“In order to provide, with appropriate operating reserves, for reasonable growth 
in industrial, municipal, and cooperative power loads in the area through calendar 
year 1957, arrangements are being made to reduce, by the fall of 1957, existing 
commitments of the Tennessee Valley Authority to the Atomic Energy Commis- 
sion by 500,000 to 600,000 kilowatts.” 

The objective set forth in the budget message requires that power under the 
proposed contract be available by the fall of 1957. I understand that it will 
take about three years from the time construction is started to bring the plant 
into commercial operation. I am also advised that the construction of levees 
and foundations this fall, under favorable weather conditions, will avoid con- 
struction difficulties and added costs from possible high-river conditions next 
spring. It therefore seems important that construction be initiated as soon as 
possible. 

Thank you for your attention to this matter. 

Sincerely yours, 
Lewis L. Strauss, Chairman. 

Enclosure: Proof of September 17, 1954. 
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Appenpix II-4A 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, October 5, 1954 
B-120188 
Ion. Lewis L. STRAUSS, 
Chairman, Atomic Energy Commission, 
Washington 25, D. C. 

Dear Mr, CHAIRMAN: I have your letter of September 24, 1954, transmitting 
a copy of a power contract proposed to be entered into between the Atomic 
Energy Commission and the Mississippi Valley Generating Company, a company 
organized by Middle South Utilities, Inc., and The Seuthern Company. 

The contract provides that it shall not be effective until the happening of 
certain events, one of which is the receipt by the contractor of an opinion of the 
Comptroller General of the United States. 

“* * * to the effect that the AEC has power and authority to enter into this 
contract and to obligate the United States of America for all payments which 
muy be required to be made by the AEC to the company pursuant to any of the 
provisions hereof, and that the AEC has authority to pay cancellation costs under 
this contract out of any funds now or hereafter appropriated to it by Congress.” 

You state that the Atomic Energy Commission is of the opinion that it has 
power and authority to execute the contract and to perform all the obligations 
thereby imposed upon it, including the making of all payments required under 
any provisions of the contract. However, because of the above-quoted contract 
provision, you request my views. 

The contract in question, known as the Dixon-Yates contract, calls for the 
construction by the Mississippi Valley Generating Company of a steam-electric 
generating station of approximately 650,000 kilowatts capacity near West 
Memphis, Arkansas, of which 600,000 kilowatts will be available for a 25-year 
period to the Tennessee Valley Authority for the account of the Atomic Energy 
Commission in replacement of power furnished by the TVA to the AEC. The 
power considered as being replaced is understood to be a part of that which 
will be furnished by the TVA to the AEC installation at Paducah. The power to 
be furnished under the Dixon-Yates contract will be delivered to and distributed 
by the TVA for use in the Memphis area. 

At the time the Atomic Energy Act of 1954 was under consideration by the 
Congress negotiations for the Dixon-Yates contract had already been undertaken 
by the Atomic Energy Commission, and a question arose whether the authority of 
the Commission under section 12 (d) of the Atomic Energy Act of 1946, as 
amended (section 164 of the 1954 act), was broad enough to cover such an 
arrangement. In order to resolve any doubt on this point Senator Ferguson 
offered an amendment to the section, the purpose of which was specifically 
stated to be to authorize the Dixon-Yates contract (Congressional Record, July 
19, 1954, p. 10430). The Ferguson amendment was adopted (Congressional 
Record, July 21, 1954, pp. 10770-71), and became a part of section 164. As 
amended, section 164 now reads in pertinent part as follows: 

“Sec. 164. Blectric Utility Contracts. The Commission is authorized in con- 
nection with the construction or operation of the Oak Ridge, Paducah, and 
Portsmouth installations of the Commission, without regard to section 3679 of 
the Revised Statutes, as amended, to enter into new contracts or modify or con- 
firm existing contracts to provide for electric utility services for periods not 
exceeding twenty-five years, and such contracts shall be subject to termination by 
the Commission upon payment of cancellation costs as provided in such con- 
tracts, and any appropriation presently or hereafter made available to the Com- 
mission shall be available for the payment of such cancellation costs. * * * 
The authority of the Commission under this section to enter into new contracts 
or modify or confirm existing contracts to provide for electric utility services 
includes, in case such electric utility services are to be furnished to the Com- 
mission by the Tennessee Valley Authority, authority to contract with any per- 
son to furnish electric utility services to the Tennessee Valley Authority in 
replacement thereof. * * *” 

In my opinion the foregoing language of section 164 and its legislative history 
authorizes the AEC to execute the Dixon-Yates contract, to obligate the United 
States to make payments as required by the contract, and to make payment of 
cancellation charges out of funds now or hereafter made available for expenditure 
to the AKC. 
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Mention also should be made of section 165 of the Atomic Energy Act of 
1954, which prohibits direct payment or direct reimbursement by the AEC 
of Federal income taxes on behalf of section 164 contractors. The conference 
report on this provision states (H. Rept. No. 2666, p. 50) that it was not intended 
to prohibit the inclusion of such taxes in the computation or adjustment of 
the base rate or cost structure of the contract. While sections 4.03, 4.09, and 
4.11 of the Dixon-Yates contract provide for adjustments in payments to be made 
to the contractor based upon the amount of Federal income taxes it must pay, 
such adjustments are stated to constitute a part of the basic cost structure of 
the contract. In view of the expressed intent in the conference report that the 
contractor should be permitted to include the cost of Federal income taxes 
in the computation or adjustment of amounts to be paid by the AEC, it is my 
opinion that the adjustments for taxes permitted under these sections do not 
constitute direct reimbursement to the contractor for such taxes in contravention 
of section 165 of the Atomic Energy Act of 1954. 

I am sure you will understand that this decision is limited to the legal questions 
discussed above, and has no bearing on the necessity or desirability of the 
contract, which is for administrative determination. Also, as you may know, 
certain provisions of the proposed contract have been the subject of discussions 
between representatives of the Commission and of this office. These matters 
do not affect the question submitted by your letter and in the interest of expediting 
this decision, they have not been considered herein. 

A copy of this letter is being sent to the Joint Committee on Atomic Energy. 

Sincerely yours, 
FRANK H. WEITZEL, 
Acting Comptroller General of the United States. 


APpPENDIx II-5 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ENGINEERS, 
Washington, D. C., September 28, 1954. 
Maj. Gen. K. D. NicHots, United States Army, Retired, 
General Manager, Atomic Energy Commission, 
Washington, D. C. 


Dear KEN: For your information, herewith copy of letter from Johnny Hardin 
verifying his position with relation to the location of the Dixon-Yates steam 
plant. 

Sincerely, 
[Signed] Robby 
B. L. Rosrnson, 
Major General, United States Army, 
Deputy Chief of Engineers for Construction. 


War DEPARTMENT, Corps oF ENGINEERS, 
OFFICE OF THE PRESIDENT, MISSISSIPPI RIVER COMMISSION, 
Vicksburg, Miss., September 24, 1954. 
Refer to File No. 
LMVVE 
Maj, Gen. B. L. Roprnson, 
Deputy Chief of Engineers for Construction, Office, Chief of Engineers, 
Building T-7, Gravelly Point, Washington 25, D. C. 

Dear Rossy: To supplement the information given to you over the phone by 
Colonel Mitchim, I want to summarize the results of the meeting I had with 
representatives of Ebasco Services, on the site for the Dixon-Yates steam plant. 

The meeting was held on September 21. Representatives from Ebasco Services 
were as follows: 

K. W. Reece, Vice President 

W. H. Colquhoun, Engineering Manager 

A. T. Larned, Chief Design Engineer, Civil 

F. A. Ritchings, Chief Design Engineer, Mechanical 
H. K. Fairanks, Engineer 

These gentlemen presented a plot plan showing the proposed construction. 
This plan provided for the main plant to be on the landward side of the levee 
approximately in the location shown on the attached map. Structures to be 
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placed at the water’s edge and along the batture consist of mooring dolphins, 
eoal-unloading tower, intake facilities and discharge facilities for cooling water, 
and ash-disposal area. 

I made the following comments on the plans as presented : 

a. The mooring dolphins be of light pile construction so as to be economically 
replaceable in case of damage. 

b. The intake line for cooling water be a buried pipe instead of an open channel 
as shown on the proposed plan. 

ce. The St. Francis Levee District be consulted in connection with the location 
of pipes over the levees, the location of the ash-disposal area and other points 
which will require their consent. 

d. The main plant be placed on a fill at least to elevation 220 to prevent 
frequent inundation by backwater. 

e. The plant structures below grade on river and land sides of levee be located 
so as not to intercept levee slope extended. 

f. Adequate provision be made for reinforcing the revetment in locations 
where it will be necessary to pierce the mat. 

I informed these gentlemen that, subject to the above suggestions, the proposed 
construction appeared to be acceptable to the Mississippi River Commission from 
the standpoint of navigation and flood control, but that the usual procedure 
for securing a permit would be required before construction began. Full informa- 
tion on the preparation of the application for permit was furnished. 

This summary is furnished for your use in answering inquiries about our 
relationship with this problem. We have not been officially asked to state an 
opinion on the proposed site and I do not believe Ebasco plans to consult us 
further until they are ready to apply for the necessary permit. 

Sincerely, 
JoHN R,. Harprn, 
Brigadier General, USA, 
President, Mississippi River Commission. 

1 Incl. Map. 

P. S.: They seemed pleased with the conference. We aimed to be helpful 
rather than obstructive.—J. R. H. 


APPENDIx II-6 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington, D. C., October 1, 1954. 
Hon. HERBERT BROWNELL, Jr., 
Attorney General. 


DEAR MR. ATTORNEY GENERAL: The Atomic Energy Commission has before it a 
proposed power contract which, as you know, has been negotiated by this Com- 
mission with the Mississippi Valley Generating Company in accordance with the 
instructions of the President. Final execution of the contract will be predicated 
upon the authority of this Commission to enter into this contract, including 
those provisions which relate to Federal income taxes. We therefore request that 
you furnish us with your opinion on these questions, with special reference to 
sections 164 and 165 b of the Atomic Energy Act of 1954, which deal respectively 
with the authority of the Atomic Energy Commission to enter into long-term 
contracts to furnish replacement electric power to TVA and with the prohibition 
of the direct payment or direct reimbursement for Federal income taxes. 

I enclose for your information a copy of the opinion of the General Counsel of 
the Atomic Energy Commission which deals with the questions referred to above. 

I enclose a copy of the proof of September 17, 1954, of the proposed contract. 
With the noted revisions, we believe this proof is in substantially final form. 

You are, of course, aware of the urgency of completing this matter, and we 
should accordingly appreciate receiving your opinion at your earliest convenience, 

Sincerely yours, 
, Acting Chairman. 


OPINION OF THE GENERAL COUNSEL OF THE ATOMIC ENERGY COMMISSION RESPECT- 
ING THE PROPOSED POWER CONTRACT BETWEEN MISSISSIPPI VALLEY GENERATING 
COMPANY AND THE ATOMIC ENERGY COMMISSION 


This Commission now has before it the proof of September 17, 1954, of the 
proposed power contract between the Mississippi Valley Generating Company and 
the United States of America, acting through the Atomic Energy Commission, 
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which is to be executed pursuant to the Atomic Energy Act of 1954. Section 8.15 
of the contract provides that the obligation of the parties are subject to the re- 
ceipt by the Company of an opinion of the General Counsel of the Atomie Energy 
Commission affirming the authority of this Commission to enter into the contract. 

In my opinion the Atomic Energy Commission has power and authority to 
execute the contract referred to above and the undertaking therein described and 
to obligate the United States of America for all payments which may be required 
to be made by the Atomic Energy Commission to the Mississippi Valley Generating 
Company pursuant to any of the provisions thereof. 

The Atomic Energy Act of 1954 provides in Section 164 that: 

“ELECTRIC UTILITY CONTRACT.—The Commission is authorized in connection 
with the construction or operation of the Oak Ridge, Paducah, and Portsmouth 
installations of the Commission, without respect to section 3679 of the Revised 
Statutes, as amended, to enter into new contracts or modify or confirm existing 
contracts to provide for electric utility services for periods not exceeding twenty- 
five years, and such contracts shall be subject to termination by the Commission 
upon payment of cancellation costs as provided in such contracts, and any appro- 
priation presently or hereafter made available to the Commission shall be avail- 
able for the payment of such cancellation costs. Any such cancellation payments 
shall be taken into consideration in determination of the rate to be charged in 
the event the Commission or any other agency of the Federal Government shall 
purchase electric utility services from the contractor subsequent to the cancel- 
lation and during the life of the original contract. The authority of the Com- 
mission under this section to enter into new contracts or modify or confirm ewvist- 
ing contracts to provide for electric utility services includes, in case such electric 
utility servies are to be furnished to the Commission by the Tennessee Valley 
Authority, authority to contract with any person to furnish electric utility serv- 
ices to the Tennessee Valley Authority in replacement thereof. Any contract 
hereafter entered into by the Commission pursuant to this section shall be sub- 
mitted to the Joint Committee and a period of thirty days shall elapse while 
Congress is in session (in computing thirty such days, there shall be excluded 
the days on which either House is not in session because of adjournment for more 
than three days) before the contract of the Commission shall become effective : 
Provided, however, That the Joint Committee, after having received the proposed 
contract, may by resolution in writing, waive the conditions of or all or any 
portion of such thirty-day period.” [Emphasis supplied.] 

It appears that this Commission is clearly authorized to enter in the proposed 
power contract with Mississippi Valley Generating Company by the provisions 
of the Atomic Energy Act of 1954 set forth above, and especially by the sentence 
italicized in the above quotation of section 164. 

A further provision of the Atomic Energy Act of 1954 which is of special sig- 
nificance in a review of the proposed power contract with Mississippi Valley 
Generating Company is Section 165.b thereof, which reads as follows: 

“No contract entered into under the authority of this Act shall provide, and 
no contract entered into under the authority of the Atomic Energy Act of 1946, 
as amended, shall be modified or amended after the date of enactment of this 
Act to provide, for direct payment or direct reimbursement by the Commission 
of any Federal income taxes on behalf of any contractor performing such ¢e¢on- 
tract for profit.” 

Section 165.b of the Atomic Energy Act of 1954 is commonly referred to as 
the “Gore amendment.” In the congressional debate relating to the Gore amend- 
ment the following statements of interest in understanding the purpose of the 
amendment were made: 

“Mr. Gore. Mr. President, the amendment is not directed to any particular 
contractor, nor is it added to a particular section ofethe bill. The amendment 
adds a new section to the bill. It would prehibit the Atomic Energy Commission, 
‘under the authority of the bill, to make a contract by which it is agreed that 
the Atomic Energy Commission will reimburse a corporation or person contract- 
ing with the Government for profit for the payment or repayment of its Federal 
income tax. 

“ke *& k 

“Mr. Futsrigut. Does that apply only to income tax? 

“Mr. Gore. Only to Federal income tax. 

“Mr. Futsrient. It would not apply to local or property tax? 

“Mr. Gore. It would not. As I originally introduced the amendment, it would 
have. I realized that there are precedents for that in cost-plus contracts. There 


are no precedents for reimbursement of income tax. 
‘“s* * * 
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Mr. Busu. Do I understand there is no precedent in any cost-plus contract 
reimbursement of Federal income taxes? 
Mr. Gore. For reimbursement of Federal income taxes. I am advised there 
no such precedent. 

* * 

“Mr. HICKENLOOPER. With respect to the Senator's statement about the lack of 
recedents, I say to the Senator from Tennessee that there are two very pertinent 
precedents Where exactly that has been done. One is the OVEC and the other 
« the EEI contract, in which Federal income taxes are taken into consideration 

calculating the cost, which is the same thing as reimbursement. In the Dixon- 
Yates contract it is not a reimbursement, but it is taken into consideration in 
calculating the basic costs. There is no substantial difference in the Dixon-Yates 
proposed contract with respect to Federal income taxes than there is today in 
the Ohio Valley Electric contracts or the Electric Energy contract group, located 
at Joppa. I will say to the Senator, I discovered that fact just a very short time 
ago, really while the last controversy was going on. The Senator will find that 
the Dixon-Yates contract with respect to the Federal income-taxes provision fol- 

ows the same pattern as in the OVEC and the EBI contracts made in 1952. 

“Mr. Gore. I appreciate that statement. 

“Mr. HicKENLOooPER. I shall attempt to get the Senator a little more detailed 
nformation on it. I shall try to get it by telephone now. I have my information 
by telephone confirmed from two different sources. 

‘Mr. Gore. I think the distinguished senior Senator from Iowa [Mr. Hicken- 
looper] may well find that in those cases there is not actual repayment of Federal 
income tax or reimbursement of taxes paid, but rather that the income taxes paid, 
and to be paid, are taken into consideration in the contract, and in the rate 
structure, 

“es * * 

“Mr. HicKENLOoOPER. I will say it is my understanding that the pattern and 
the formula proposed to be used in the Dixon-Yates contract for the calculation 
of basic costs upon which the rate structure depends follows the same pattern as 
the EEI and OVEC contracts. I do not understand that it is proposed for the 
Government or the Atomic Energy Commission to write a check in reimbursement 
of the taxes, but it is considered and mentioned that way so that the financial 
structure of the company vis-a-vis its rates charges can be calculated. I think 
the pattern is the same. That is my understanding. 

“* * * 

“Mr. Gore. I thank the Senator. I say this: If you are going to accord this 
treatment to one corporation with a Government contract, then how are you 
going to deny it to others? No matter what emergency might arise in the future, 
which would require a reimposition of excess-profits taxes or require us to raise 
taxes on other corporations and other people, a person or a firm with this kind of 
contract would bear no heavier burden. He would be insulated. He would have 
tax immunity. Itis not fair. It is not right. It is not wise. 

“ * * 

“Mr. HickeNLooper. I have it by telephone from good sources in the Atomic 
Energy Commission, who have access to it, that the OVEC and the EEI con- 
tracts for Paducah and Portsmouth do contain a formula for the recognition of 
Federal income taxes in the cost structure upon which the rate charges is based. 
That is one of the factors. 

“Now, I take it that the Senator from Tennessee does not deny that the question 
of income taxes is a part——— 

‘Mr. Gore. Of the rate structure. 

“Mr. HickenLooper. Of the cost structure and the rate structure. 

“Mr. Gore. I realize it must be, and have no objection to that. 

“Mr. Hicken Looper. And the Senator from 'Tennessee is attempting to reach 
in this amendment—I am trying to get the Senator’s position clear. 

“Mr. Gore. Yes, sir. 

“Mr. HickeNn.Looper. The Senator is attempting to reach in this amendment 
which, as I understand it, says, and I will begin reading line 5 of the amendment, 
if I have the amendment correct, and I have an interlmed amendment here: 
‘for direct payment by the Commission of any Federal income taxes on behalf of 
any contractor performing such contract for profit, or for any payments to any 
such contractor as reimbursement for any Federal income taxes paid by such 
contractor.’ That is my understanding as to the language of the amendment. 

“Mr. Gore. That is right. 
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“Mr. HicKkENLooperR. As I understand the Senator’s amendment, he is tryi.z 
to avoid what he believes to be a precedent of direct reimbursement by the 
Federal Government of income taxes as a specific item. 

“Mr. Gore. That is right.” 

(Congressional Record, 838d Cong., 2d sess., 1954, July 26, 1954, pp. 11533-11536. ) 

In the conference report to accompany H. R. 9757 (which became the Atomic 
Energy Act of 1954) the following statement appears: 


“CONTRACT PRACTICES 


“The Senate amendment added to the House bill a provision (see. 170) pro- 
hibiting the Commission from entering into a contract providing for the direct 
payment by the Commission of Federal income taxes on behalf of any contractor 
or for any payment to such contractor as reimbursement for any Federal income 
taxes paid by such contractor. The conference substitute limited the prohibition 
to the direct payment or direct reimbursement by the Commission of any Federal] 
income ta: and made the prohibition as so limited a part of section 165. It was 
the intention of the committee of conference to prohibit the direct payment of 
Federal income taxes to contractors of the Commission, but it was not the inten- 
tion of the committee of conference to bar inclusion of such taxes in the compu- 
tation or adjustment of the base rate or cost structure of the Commission 
contract” (H. Rept. No. 2666, 88d Cong., 2d sess., p. 50). 

On the basis of the legislative history of the Gore amendment and from the 
words of the amendment itself, it is, in my opinion, clear that the provisions of 
the proposed power contract with Mississippi Valley Generating Co. which 
relate to Federal income tax are not in conflict with the requirements of the 
Gore amendment. 

Specifically, paragraph 2 of section 4.03 of the proposed power contract pro- 
vides for adjustment on a prospective basis to the base capacity charge in accord- 
ance with a formula in which the parties by mutual agreement establish in 
advance the anticipated rate of Federal income tax during the subscequent three- 
month period. Such an adjustment to the rate structure, involving as it does 
uncertainty as to whether the tax rate fixed upon will conform with the actual 
tax rate and as to what income the Company may actually realize, is in my 
opinion in conformity with the Gore amendment requirement. 

Sections 4.09 and 4.11 of the proposed power contract, which also relate to 
Federal income taxes, are in my opinion also within the letter and spirit of the 
Gore amendment. Neither of these sections involves any direct payment or 
direct reimbursement to the Company for Federal income tax, and both are 
properly related to the rate and cost structure of the contract within the sense 
of those words as used in the report of the conference committee, quoted above. 


WILLIAM MITCHELL, General Counsel. 


APPENDIX II-6A 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washingon, D. C., October 5, 1954. 
The honorable the ATTORNEY GENERAL, 

Dear Mr. ATTORNEY GENERAL: I refer to Mr. Campbell’s letter to you of 
October 1, 1954, requesting an opinion in connection with the proposed contract 
between this Commission and the Mississippi Valley Generating Company. I 
enclose herewith one copy of the October 1, 1954, proof of the contract. Changes 
over the draft previously furnished you are underlined in red. 

In accordance with conversations with Mr. Leon Ullman of your staff, we have 
proposed, and the Company has agreed to accept, the following revision of the 
last ‘“‘Whereas” clause of the contract : 

“Whereas this contract is authorized by and executed pursuant to the Atomic 
Energy Act of 1954 for the purpose of providing electric utility service to the 
AEC, or to TVA in replacement of electric utility service furnished to the ABC 
by TVA, in connection with the construction or operation of the project; 

Sincerely yeurs, 
Lewis L. Strauss, Chairman. 
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SUMMARY OF PrRoposED ELectric PowrerR CONTRACT BETWEEN THE MISSISSIPPI 
VALLEY GENERATING COMPANY AND THE ATOMIC ENERGY COMMISSION 


The contract provides for construction and operation of a 650,000 kilowatt 

im electric generating station and associated transmission facilities for de- 
ery of 600,000 kilowatts of firm power to the AEC or to the TVA for the account 
the AEC in replacement of power furnished by TVA to AEC. 

‘he principal features of the contract, and some of the advantages which 
will flow to the Government under it, are noted below. 

1. AEC will be assured of a firm supply of power. The plant will be constructed 
and operated by experienced utility companies and backed up by an existing 
utility system. 

29. The TVA system will be strengthened under the contract by receiving the 

ver near a major load center in the western part of its system which will 
enable TVA to meet anticipated load growth. 

3. Cost to the AEC for power would be at rates lower, on a comparable basis, 
than rates under existing contracts with TVA or other private utilities. 

{ The contract provides for firm rates for power and energy with adjust- 
ments on the basis of formulae definitely established in the contract. 

5. The contract provides utility services for a 25-year term, with an option 
to the Government of two 5-year extensions. 

6. The Government may terminate the contract at any time upon payment 
of agreed cancellation charges. Contractor is required to assume, within a fixed 
period, the charges associated with the released capacity. 

7. The risk involved in cancellation of AEC loads will be shared by the con- 
tractor instead of being borne wholly by the Government. 

8. The contract will be financed entirely by the sponsors with private funds 
obtained from the sale of debt securities to banks and institutional investors 
and the purchase in cash of capital stock by the sponsors. 

9. Financing with private capital avoids an immediate increase of $100,000,000 
in the national debt which would be required if the Government built the plant 
itself. 

10. The contract provides for an adjustment in favor of AEC if the contractor 
should refinance its debt at a lower interest rate. 

11. The contractor must bear increases in cost of construction above a fixed 
estimate. 

12. The AEC will receive the benefits of any decreases in estimated operating 
costs but the contractor bears the risk of increases. 

13. There is no guaranty of return on the equity invested by the sponsors. For 
example, under the terms of the contract, if the cost of construction and the cost 
of operations exceed the estimates on which the rate structure is based, the 
effect is that the estimated 9-percent return on equity would be reduced. This 
means that the contractors’ profit could be zero or that they could suffer a loss. 

14. As is customary in Government contracts, there is included in the basic 
rate structure to be paid by the Government an estimated amount for the pay- 
ment of Federal income taxes. Terms of the proposed contract which relate to 
this feature are specifically authorized by law. The contractor will not be 
directly reimbursed for such taxes. 

15. The allowance for Federal income taxes in the base capacity charge is 
specifically limited to and based upon an estimated return of 9 percent or 
$495,000 on the equity capital of $5,500,000. If the construction costs exceed the 
target estimate, the return on equity capital is less and the allowance for taxes 
is reduced. 

16. The AEC will receive without additional capacity charge at least 92 
percent of any capability developed by the plant in excess of the planned capa- 
bility of 650,000 kilowatts. This is an especially favorable provision for this 
type of contract. The AEC may review the contractor’s engineering, purchasing, 
subcontracting, design and construction plans which should provide every pos- 
sible assurance that a plant of not less than 650,000 kilowatts will be realized. 

17. The ABC has the right to supply its own fuel which assures the Govern- 
ment control over the largest single element of cost in the contract. 

18. The contract provides for settlement by arbitration of the important areas 
of possible disputes which may arise. 
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EXHIBIT 7 





WALTER VON TRESCKOW, 
FINANCIAL AND ECONOMIC CONSULTANTS, t! 
New York, N. Y., September 18, 1954. 
Hon. W. STERLING CoLe, 


Chairman, Joint Atomic Energy Committee, J 
House Office Building, Washington, D. C. ; 

DEAR Mr. Cote: We wrote you on August 28, 1954, that we had examined t 

the records of the Bureau of the Budget and the Atomic Energy Commission, 

which were made public by a directive of the President, and that we found 


these figures to be deliberately inaccurate and misleading, and that we respect- 
fully requested to be permitted to testify before your committee to establish 
public proof of our charges, q 
We have not yet had a reply to our letter, therefore, we are forwarding with 
this letter proof of the charge we made—that the AEC and Bureau of the 
Budget figures are deliberately inaccurate and misleading. 
Our costs actually are $5,150,000 per year, or 25 percent less than the Dixon- 
Yates proposal. The AEC and Bureau of the Budget made it appear to be 
$432,000 more by juggling the figures. 
This difference, as well as the other results of our examination, are so astound- 








ing that we felt they required detailed proof to make them believable. Burns i 
& McDonnell, of Kansas City, our engineers, have participated in the develop- ; 


ment of the computations attached hereto. 

‘he facts disclosed by our examination are: 

1. The AEC figures contain nine major errors. As a result 98 different errors 
have been introduced into the various cumulative figures, which are used to 
arrive at the final result. (No error of less than $50,000 is reflected in our 
final corrected figures. ) 

2. Every single one of these 98 errors is in favor of Dixon-Yates. 

3. By eliminating the 98 AEC errors, we find that it will cost $5,151,000 less 
per year to do business with us than with Dixon-Yates. 

4. Over a 30-year period, this is a saving of more than $150 million. 

5. The AEC is assuming all of the risk of a cost increase from $107 to $120 
million under the proposed Dixon-Yates contract. There is no guaranty at all by 
Dixon-Yates to the Government for increased costs beyond this point. 

6. The AEC is making a direct gift of $8,250,000 to Dixon-Yates under the 
proposed contract. 

7. The private consumer in the TVA area will have to bear all of the increased 
cost of the proposed Dixon-Yates contract. 

Our proposal is a totally new approach by private enterprise toward lowering 
the cost of power to the ultimate consumer by 23 percent. It is not only appli- 
cable in the TVA area, but all over the country. It is difficult, but possible, for 
us to understand why Dixon-Yates would not be in favor of what we are doing. 

It is, however, impossible to understand why the members of this admin- 
istration seem to be so definitely against private enterprise substantially lower- 
ing the cost of power to the ultimate consumer. 

Cordially yours, 


jactoteel sagebg Et 





WALTER VON TRESCKOW 
(For Burns & McDonnell Engineering Co., Long Construction Co., 
Salomon Brothers & Hutzler, Mr. John N. Mitchell, Mr. Harvey 
Weeks, Mr. George H. Schwartz, Mr. Zelig R. Nathanson, Mr. 
Robert W. Larrow). 


P. S.: A copy of this letter and attached material is being forwarded to 
President Eisenhower. 


SUMMARY OF DETAILED ANALYSIS ATTACHED HERETO 


The result of our detailed anslysis of the AEC and Bureau of the Budget 
records, released at the direction of the President on August 21, 1954, shows that 
9 major errors have been made by the AEC and the Bureau of the Budget in the 
comparison of costs between the Von Tresckow and Dixon-Yates proposals for 
the construction of a 600,000-kilowatt generating station to meet the needs of the 
TVA in the Memphis area. (No error of less than $50,000 has been included.) 

As a result of these 9 major errors, 98 different errors have been introduced 
into the various cumulative figures, which are used to arrive at the final result. 

The AKC figures for the Von Tresckow low estimate are $20,977,000 per year ; 
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. cost per kilowatt-hour, 4.03 mills. The correct figures are $16,979,000; cost 
kilowatt-hour, 3.26 mills. 
rhe AEC has deliberately added $3,998,000, or 0.77 mills per kilowatt-hour, to 
the Von Tresckow low estimate. 
The AEC figures for the Von Tresckow high estimate are $23,653,000 per year. 
ie cost per kilowatt-hour is 4.55 mills. The correct figures are $17,681,000. 
rhe cost per kilowatt-hour is 3.40 mills. 
Che AEC has deliberately added $5,972,000, or 1.15 mills per kilowatt-hour, to 
Von Tresckow high estimate. 
The AEC figures for Dixon-Yates are $20,545,000, or 3.95 mills per kilowatt- 
ir. The correct figures are $21,698,000, or 4.17 mills per kilowatt-hour. 
Che AEC has deliberately subtracted $1,153,000, or 0.22 mills per kilowatt-hour, 
from the Dixon-Yates figures. 
rhe addition of $3,998,000 to the Von Tresckow low estimates and the subtrac- 
of $1,153,000 from the Dixon-Yates low figures makes the low Dixon-Yates 
proposal actually $5,151,000 per year higher than the low Von Tresckow figures 
according to the corrected AEC figures. 
Che Von Tresckow group claimed a minimum saving of $150 million over the 
Dixon-Yates proposal in a 30-year period. This proves it. 
The AEC attempted to prove the correctness of its conclusion by introducing 98 
errors into the calculation, all of them in favor of Dixon-Yates. (No errors of 
ss than $50,000 were counted. ) 
The total of these errors amounts to $5,151,000 per year in favor of Dixon 
Yates 
BACKUP POWER 


I. Error No. 1, discussed in items 1 and 2 of the attached detailed analysis, 

creases the Von Tresckow proposal by $800,000 in the low estimate and 
$1,800,000 in the high estimate. These sums were arbitrarily added in order to 
meet specifications invented by Dixon-Yates. 

The original request from TVA was for 600,000 kilowatts of additional capacity ; 
not 600,000 kilowatts of additional firm power. The Dixon-Yates letter of 
\pril 10, 1954, is the first mention of firm power, a new qualification which could 
only be met by Dixon-Yates. The AEC and Bureau of the Budget subsequently 
iccepted these tailormade specifications of Dixon-Yates and demanded that 
Von Tresckow meet them. Thus Von. Tresckow’s low estimate was increased by 
$800,000 and his high estimate by $1,800,000 to meet the convenient invention of 
Dixon-Yates. 

Il. Error No. 2, discussed in item 6 of the attached detailed analysis, increases 
the Von Tresckow fuel costs by $75,000. The low estimate reads $940,000, whereas 
it should be only $865,000. The AEC and Bureau of the Budget arrived at this 
new figure by introducing a fictitious cost of fuel which was considerably higher 
than the price Von Tresckow stated in his estimate. This arbitrary charge 
against the Von Tresckow group found the AEC and the Bureau of the Budget 

\ing no explanation for the altered figures. 

In addition, the introduction here of the entirely new “requirement of 5.2 
billion kilowatt-hours,” instead of the original 600,000 kilowatt capacity, is 
another specification made to make the Dixon-Yates proposal more appealing. 


TRANSMISSION 


III. Error No. 3, discussed in item 8 of attached detailed analysis, increases 
the Von Tresckow low and high estimates by $627,000. Despite the fact that the 
Von Tresckow plant would be built at Fulton, Tenn., the AEC and Bureau of the 
Budget added a charge of $627,000 per year for transmission costs. 

No comparable transmission charges were included in the TVA’s own figures 
in their } roposal to build a plant at this same Fulton site. 

IV. Error No. 4, discussed in item 10 of attached detailed analysis, subtracts 
$820,000 per year from Dixon-Yates costs. This amount will have to be borne by 
consumers in the TVA area. The rationale for this reduction is that the Federal 
Government is the consumer of the power and it will be paying taxes to itself. 
However, the actual consumer of this power will be residents in the TVA area, not 
the Federal Government, and the residents will have to assume this tax burden. 


POSSIBLE FUEL COST 


V. Error No. 5, discussed in item 12 of attached detailed analysis, is an unequiv- 
ocal error in mathematics which adds $553,000 to the von Tresckow low estimate 
while deducting $309,000 from the Dixon-Yates estimate. 
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POSSIBLE ANNUAL INCREASE UNDER CAPITAL COST PROVISION 


VI. Error No. 6, discussed in item 14 of attached detailed analysis, increases 
the von Tresckow estimates by $1,631,000 and the Dixon-Yates estimates by only 
$285,000. The comparison made here is so totally unwarranted that all of these 
figures have been discarded by us. 

One of the big points made by the AEC and BOB in favor of the Dixon-Yates 
proposal was that it guaranteed the Government against any increase in the 
cost of construction beyond $4% million. 

This is not true. Actually, there is no limit, whatsoever, to the construction 
cost the Government will have to bear. 

In addition, the Government, under the proposed contract, is actually agreeing 
to give $13 million to Dixon-Yates, which subsidizes construction cost increases 
from $107 million to $120 million. 

Errors Nos. 7, 8, and 9 are errors in the Dixon-Yates figures ; 

VII. Error No. 7, discussed in item 10 of the attached detailed analysis: $820,- 
000 per year is unawarrantedly deducted in Federal income taxes from the 
Dixon-Yates figures. 

VIII. Error No. 8, discussed in item 12 of attached detailed analysis: Here 
the AEC commits an unequivocal mathematical error of deducting $309,000 from 
the Dixon-Yates figures, instead of adding $348,000, This is a total difference of 
more than $600,000. 

IX. Error No. 9 is discussed in item 14 of the attached detailed analysis. An 
amount of $285,000 has been added by the AEC here to the Dixon-Yates figures. 
This amount is a totally fictitious comparison with the von Tresckow figures, and 
it should be omitted. 

Hidden gift of $8%4 million to Dixon-Yates, discussed in items 1 and 2 of 
attached detailed analysis: Dixon-Yates proposed that they supply 600,000 kilo- 
watts of firm power—instead of the needed 600,000 kilowatts of capacity. For 
supplying this unwanted and unneeded firm power, the AEC agrees to pay Dixon- 
Yates $814 million for the construction of 50,000 kilowatts of generating capacity 
for Dixon-Yates’ own use. 


COMMENTS BY VON TRESCKOW Group RE ATTACHMENT 15 (Pp. 70-71) Atomic 
ENERGY COMMISSION RECORD, RELEASED AUGUST 21, 1954 


COMPARISON OF ANNUAL COSTS: VON TRESCKOW, DIXON-YATES, TVA 


Items 1 and 2: Production and transmission capacity and energy 


In the Von Tresckow low estimate $800,000 has been included, and in the high 
estimate $1,800,000. This is a deliberate misrepresentation of the facts, which 
favors Dixon-Yates, without any benefits to anyone, except Dixon-Yates, 

These amounts should be deducted from the Von Tresckow estimates. 

The source of these additions probably traces back to the Von Tresckow letter 
to the AEC of June 2, 1954 (attachment 14, p. 56, AEC record). 

Under “Backup costs,” we gave estimates of $800,000 and $1,800,000, respec- 
tively. We provided these estimates of backup costs at the specific request of 
the AEC. (See telegram of May 5, 1954, Cook to Burch, attachment 11, p. 45, 
par. 2.) 

The request for backup was repeated in a telephone conversation on May 28, 
1954, between Cook of AEC and Von Tresckow. 

In the meeting between the Von Tresckow group and the AEC on June 8, it was 
pointed out that backup was not needed to determine costs, because the Von 
Tresckow proposal was for a plant to be built at Fulton, Tenn., which was to be 
completely integrated into the TVA system. 

The AEC fully understood our point and was aware of the facts. Strauss, in 
his letter to Rowland Hughes of June 10, 1954 (attachment 15, p. 63) in the fifth 
paragraph states: 

“Such a plant would be fully integrated into and become a part of the TVA 
system.” 

(P. 65, par. 1:) “* * * looking to that system [TVA] for backup energy, and 
disposing of all plant output through TVA’s transmission system.” 

The complete record shows that the idea of 600,000 kilowatts of firm power, 
or backup power, was mentioned for the first and only time by the Bureau 
of the Budget on June 16, 1954, in the correspondence of Rowland Hughes 
with Senator Saltonstall and Curtis of the TVA. (See Bureau of Budget record, 
attachment B-17, par. 3; attachment B-—18, p. 2, par. 5; attachment B-19, p. 1, 
par. 2.) In the AEC record, 600,000 kilowatts of firm power appears for the 
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first time in the Dixon-Barry letter of April 10, 1954, which is their revised 

ae ’ proposal. AEC itself speaks of backup for the first time in a telegram to Burch 

on ly von Tresckow attorney) dated May 5, 1954 (attachment 11, p. 45, AEC record) ; 

es oo and from then on embraces ‘600,000 kilowatts of firm power” for negotiating 

men d purposes. A complete set of excerpts relating to the subject from the Bureau of 
the Budget, as well as the AEC record, is attached. (See pp. 19-25.) 

Che TVA, from the beginning, has never mentioned that it needed 600,000 kilo- 
watts of firm power—it only needed and wanted 600,000 kilowatts of additional 
capacity. 

The Bureau of the Budget and the AEC were fully aware of this, because on 
December 18, 1953, Joseph M. Dodge advised Gordon R. Clapp (Bureau of the 
Budget record, attachment B-1) as follows: 

‘This portion of the ARC load for the Paducah plant would be met from 

ditional capacity provided by sources other than TVA, thereby releasing the 
equivalent amount of TVA generating capacity to meet the increased load require- 
ment of other consumers in the TVA power area.” 

(here isa great deal of difference between needing 600,000 kilowatts of capacity 
and 600,000 kilowatts of firm power. 

In order to supply 600,000 kilowatts of firm power, 800,000 kilowatts of 
capacity is required. If 600,000 kilowatts of firm power is to be delivered from 
three generators, it is necessary and customary to have an extra 200,000 kilo- 
watt generator in reserve so that in case one generator breaks down the extra 
generator can be used to maintain a continuous flow of power. 

if the TVA had needed 600,000 kilowatts of firm power, they would have asked 
the Bureau of the Budget to include in the budget sufficient money for the con- 
struction of 750,000 or 800,000 kilowatts of increased capacity. 

The TVA need “for firm power of 600,000” was an invention of the Bureau 
of the Budget and the AEC in order to favor Dixon-Yates. 

The von Tresckow group was asked to bid on something that was not needed 
or wanted or asked for by the TVA. 

This is a deliberate misrepresentation and distortion of the facts. 

The impression is given in the record that Dixon-Yates will supply firm power 
to the TV free and without charge. 

The very opposite is the fact. 

Under date of April 10, 1954 (see attachment 8, AEC record), Dixon and 
Barry wrote a letter to Nichols giving the revised terms of a proposed contract 
(pp. 30 and 31): 

“(4) The base capacity charge includes the cost associated with initial facili- 
ties of approximately 650,000 kilowatts, of which capacity in excess of 600,000 
kilowatts is reserve capacity, and the base capacity charges includes the costs 
associated with such excess as compensation to seller [Dixon-Yates] for furnish- 
ing reserve capacity sufficient to provide firm service with one unit out of 
service.” 

Page 32, under “Definitions”: “Sellers [Dixon-Yates] initial facilities: A new 
steam electric generating station * * * of approximately 650,000-kilowatt 
capacity (approximately 50,000 in excess of contract capacity * * *).” 

Page 33: “Contract capacity * * * 600,000 kilowatts.” 

There is no possibility of mistaking the meaning of these provisions. The 
capacity charge to the AEC will include payment for the construction of 50,000 
kilowatts which have not been asked for by TVA, are not needed by TVA, and 
will not be used by TVA. 

Since this 50,000 kilowatts will not be used or needed by TVA—but will be 
paid for by the AEC—it is a gift to Dixon-Yates of $8.25 million (50,000 times 
$165 per kilowatt). 

(Dixon-Yates’ estimate of construction costs is between $165 per kilowatt and 
$172 per kilowatt. This is arrived at by dividing $107,250,000 by 650,000 for the 
low figure. By dividing $112 million by $650,000, the high figure of $172 is arrived 
at. The $112 million figure is arrived at by adding one-half of 9 percent of $107,- 
250,000 to that amount. Under the Dixon-Yates proposal, the Government is 
liable for one-half of a 9 percent increase in construction costs over $107,250,000. 
(Reference for figures: April 15, 1954, Strauss to Dodge, attachment 9, p. 37, 
paragraph beginning with “With respect to (1) above * * *”)). 

(See tabulation of Quotations from AEC and Bureau of the Budget Record, 
attached, pp. 19-25.) 
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SUMMARY RE ITEMS 1 AND 2 


In the tabulation, items 3, 5, 7, 9, 11, 18a, 13b, 15A-1, 19A-2, 15B-1, and 15B-2 
are totals—altogether 11 totals each under the low and high estimates of the 
Von Tresckow proposals. All 22 totals, every one in the comparisons, contain an 
error; $800,000 has been deliberately and unwarrantedly added to all the Von 
Tresckow figures in the low estimate and $1,800,000 in the same manner has been 
added to the figures in the Von Tresckow high estimate. 

All of these same 11 totals for the Dixon-Yates proposal contain a hidden gift of 
$8.25 million to Dixon-Yates. 

All of the errors are in favor of Dixon-Yates. 


Item 8: Total, excluding tares 


This is a total of items 1 and 2 and contains an error of $800,000 in the low 
estimate and $1,800,000 in the high estimate for Von Tresckow. 

For Dixon-Yates, it includes the annual cost of a gift of $8.25 million. 

Item 4: Taxes (local, county, State, and Federal) 

In the Von Tresckow proposal the low estimate was $150,000 and the high 
estimate was $1,100,000. 

The corrected figure for the high estimate is $150,000. 

At the meeting on June 3, 1954, of the Von Tresckow group, Mr. Alfred J. 
McFarland, general counsel, Railroad and Utility Commission, State of Ten- 
nessee, was present. (See AEC record, attachment 15, p. 67, par. g.) The 
purpose of his presence was to have his expert knowledge of utility company 
taxation available to the AEC and ourselves. 

The Von Tresckow high estimate of $1,100,000 was arrived at by including 
every possible type of taxation. This amount was arrived at prior to meeting 
Mr. McFarland, or consultation by Lucius Burch, the Von Tresckow attorney, 
with Mr. MeFarland. 

Considerable time was spent on this point in the meeting of June 3, 1954. 
All the evidence introduced in opinions from MeFarland and Bureh upheld our 
low estimate. Messrs. McFarland and Burch agreed to explore the subject 
further after the meeting, and we agreed to advice the AEC as to the results 
of the discussions. This was done by letter—Von Tresckow to Atomie Energy 
Commission (AEC record, attachment 14, pp. 60 and 61), indicating that the 
$150,000 estimate was the realistic figure. 

Despite all of this the AEC insisted in using the highest possib'e figure in the 
comparison of costs between the Dixon-Yates and Von Tresckow proposal (in 
the high estimate). 

Dixon-Yates had been permitted, after “further study” to amend their proposal. 
(ABC record, April 10, 1954, Dixon and Barry to Atomic Energy Commission, 
attachment 8, p. 26, par. 2): 

“As you know, our February 25 proposal was formulated upon short notice 
and on the basis of data not as complete as is desirable in connection with such 
a matter. Since February 25 we have acquired additional information and have 
had time for further study.” 

Dixon-Yates were given the added opportunity to make improvements in their 
proposal (AEC Record, p. 85, attachment 22, memo, Nichols to Strauss, August 
12, 1954). The heading of this whole page is “Improvements Over Proposal.” 

The Von Tresckow group was not permitted to amend its proposal. The results 
of “further study” on their part was not taken into consideration. 

If the Von Tresckow group had received the same consideration as Dixon- 
Yates, the high estimate of taxation of $1,100,000 would have been reduced to 
$150,000. 

Because of this, every total of the Von Tresckow high estimate includes an 
error of $950,000. This is an unwarranted addition. 

This means that there is a second error in the total of the Von Tresckow high 
estimate in items 5, 7, 9, 11, 13a, 18b, 15A—1, 15A—2. 15B—1, and 15B-2. 

In this manner. 10 further errors are introduced into the Von Tresckow figures 
as a result of ABC’s action. 

The total number of errors in the figures up to this point is 32. 

Item 5: Total (including tawves) 

The Von Tresckow low estimate up to this point includes AEC errors in favor 

of Dixon-Yates which total $800. 


The high estimate errors up to this point in favor of Dixon-Yates total 
$2,750,000. 
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item 6: Adjustment to meet 5.2 billion kilowatt-hours “requirement.” Mills per 
kilowatt-hour ; 470 million kilowatt-hours 


The AEC here adds $940,000 to the Von Tresckow low estimate and $972,000 
to the high estimate. The correct figure for the low estimate is $865,000 instead 
f the $940,000 figure which was used by the AEC. 

The words “5.2 billion requirement,’ which is here used by the AKC, is a 
specific distortion of the facts. Nowhere else in the Bureau of the Budget, or 
\EC Record, do these words appear, except here. TVA, which is to get the power 
in the Memphis area, has asked for no such requirement. They need 600,000 
kilowatts of capacity, but not 5.2 billion kilowatt-hours. There is a reference in 
the Record which shows what the facts are as the AEC knows them to be. (See 
letter, Strauss to Dodge, April 15, 1954, AEC Record, attachment 9, p. 43, third 
paragraph from bottom of page : ) 

“We understand the normal load factor in the TVA system in the Memphis 
area is 76 percent. This results in a difference of 1.2 billion kilowatt-hours per 
year between use by the AEC and Paducah and TVA at Memphis.” 

’ According to AEC’s own analysis, the requirements of the TVA in the Memphis 
area are 4 billion kilowatt-hours per year, instead of 5.2 billion kilowatt-hours. 

Yet in the face of these facts, stated in their own correspondence, they make 
5.2 billion kilowatt-hours a “requirement” in the comparison. 

In order to meet this arbitrary requirement, $940,000 is added to the von 
Tresckow low estimate and the $972,000 to the high estimate. 

The AEC carefully fails to disclose how they arrived at these figures. 

The only addition, which can be made here, since in both the Dixon-Yates and 
the von Tresckow proposals 600,000 kilowatt-hours of capacity is involved, is to 
add the fuel cost required to produce the additional 470 million kilowatt-hours, 
which is the difference between the output figures in the 2 proposals—(4.73 
and 5.2). 

The fuel costs given in the low and high estimates of the Von Tresckow proposal 

see AEC attachment 14, p. 55, letter, von Tresckow to AEC, June 2, 1954) are 
$8,703,000 and $9,790,000, respectively, for 4.73 billion kilowatt-hours. This is 
1.84 and 2.07 mills per kilowatt-hour; 470 million kilowatt-hours at these fuel 
costs amount to $865,000 and $972,000, respectively, instead of $940,000 and 
58972,000. In this instance the low figure was increased by $75,000. 

It is an error in favor of Dixon-Yates. 

This means that a third error is introduced into the lower estimates under 
the Von Tresckow proposal by the AEC in items 7, 9, 11, 13a, 13b, 15A—1, 15A-2, 
15B-1, and 15B-2. This is a total of nine errors. 

The cumulative total of errors to this point is 41. 


[tem 7: Total cost, 5.2 billion kilowatt-hours 


This cumulative total in the Von Tresckow proposal, because of AEC errors, 
has now been increased by $875,000 in the lower estimate and by $2,750,000 in the 
high estimate. 

All of these errors are in favor of Dixon-Yates. 


Item 8: Additional TVA transmission 


The amount of $627,000 should be eliminated from both the Von Tresckow low 
and high estimates. 

Transmission costs are incurred from the site of the generating station to the 
point where the electricity is used. 

Under the Von Tresckow proposal, the generating station is to be built at 
Fulton, Tenn., on the exact site chosen by the TVA. 

Yet, an amount of $627,000 is added for transmission costs to both the low 
and high Von Tresckow estimates over and above the TVA estimates. Since, in 
the Von Tresckow proposal, the site for the generating station is the same as 
TVA and the points where the electricity is used is the same, the addition of 
$627,000 to the Von Tresckow proposals is an error. 

This is an error in favor of Dixon-Yates. 

This means that a fourth error is introduced into both the low and high Von 
Tresckow estimates by the AEC in items 9, 11, 13a, 13b, 15A—1, 15A-2, 15B-1, 
and 15B-2. 

This is a total of 16 errors. 

The cumulative total of errors in favor of Dixon-Yates to this point is 57. 
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Item 9: Total cost, including TVA transmission 


These cumulative totals in the Von Tresckow figures have now been increased 
by AEC errors to $1,502,000 in the low estimate and to $2,422,000 in the high 
estimate. 


Item 10: Less Federal income tares 


Under this item $820,000 of Federal taxes is deducted from the Dixon-Yates 
costs, but no deductions are made from the Von Tresckow figures. We do not 
believe this is proper. 

The Von Tresckow group expected to pay Federal taxes out of the $4 million 
of profit it had limited itself to. This tax would, therefore, not be included in 
the cost of power. (See AEC Record, letter of June 10, 1954, Strauss to Rowland 
Hughes, p. 68, par. 1:) 

“You note that no Federal income tax is estimated on the ground that (ex- 
cept for $4 million compensation in which the sponsors would bear the tax) 
there is no net taxable income.” 

Under the Dixon-Yates proposal $820,000 of Federal taxes would be paid and 
should be included in the cost of power. Including taxes in the cost of power 
is a standard practice of the Federal Power Commission, as well as the utility 
commissions of all of the 48 States. 

By excluding the taxes in the Dixon-Yates proposal, the AEC is brushing aside 
the practices of the Federal Government itself (Federal Power Commission) and 
all of the 48 States in order to improve the Dixon-Yates figures in comparison 
with the Von Tresckow proposal. 

This is an error in favor of Dixon-Yates, because it unjustifiably decreases 
their costs by $820,000. 

Furthermore, the Gore amendment to the Atomic Energy Act passed in August 
1954, specifically prohibits the Atomic Energy Commission from reimbursing 
Dixon-Yates for Federal taxes. These taxes must, therefore, be included as 
part of the cost of power. 

AEC is aware of this. “Improvement Over Proposal” (Dixon-Yates)—*“Pro- 
vides for * * * compliance with Gore amendment to place former separate re- 
imbursement for Federal income tax payments in basic capacity charge * * *,” 

Memo, Nichols to Strauss, August 12, 1954, AEC Record, page 85, attachment 22: 

“Section 4.01, base capacity charge; 4.03, periodic adjustments: 

“Compliance with Gore amendment to place former separate reimbursement 
for Federal income tax payments in basis capacity charge with provisions for 
an adjustment to provide for changes in tax rate.” 

This means that there is an error in the Dixon-Yates proposal in items 11, 
13a, 13b, 15A—1, 15A-2, 15B-—1, and 15B-2. 

Seven errors are introduced into the Dixon-Yates figures as a result of this 
action by the AEC. 

The total number of errors in the figures to this point is 65 (57 in the Von 
Tresckow figures and 7 in the Dixon-Yates figures) ; all of them in favor of 
Dixon-Yates. 

The general impression has been created that, since this is a deal involving 
purchase of power by the Federal Government for its own use, any Federal taxes, 
which are included in the cost of power to the Government by Dixon-Yates, would 
be offset by taxes received by the Federal Government from Dixon-Yates. 

Federal taxes, therefore, should not be considered to be part of the “real” 
Dixon-Yates cost of power. State and local taxes were to be reimbursed to 
Dixon-Yates for somewhat similar reasons. 

This sounds plausible until the record is examined and the hocus-pocus and 
doubletalk is separated from the facts. 

The facts are that the Government, through the AKC, is only the middleman 
and is not the ultimate consumer at all; and that the actual ultimate consumer 
and real purehaser of the power is the consumer in the TVA area. It is he who 
will be asked to pay the bills regardless of what Hughes says in his letter of 
August 18, 1954 (Bureau of Budget Record, attachment B-23), that the proposal 
(Dixon-Yates) does not contemplate that the AEC will buy power to supply TVA 
requirements. 

As things are being worked out, this consumer in the TVA area will have to 
pay the whole $150 million extra which the Dixon-Yates power will cost over and 
above the Von Tresckow proposal. 

It is this TVA consumer who will pay for an $2,250,000 gift to Dixon-Yates ; it 
is this consumer who will pay for the increased cost of construction of $17 million 
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at an inferior site; it is this consumer who will pay the Federal taxes of $820,000 
per year, which are part of the Dixon-Yates cost; it is this consumer who will 
pay the Arkansas taxes, which are $1,369,000 higher than in Tennessee; it is 
this consumer who will pay the $607,000 per year for the expensive transmission 
line crossing of the Mississippi River. 

The TVA consumer is being forced to subsidize Dixon-Yates to the extent of 
$150 million over a 35-year period so that they may build and operate a 650,000- 
kilowatt generating station in West Memphis, Ark., instead of the 600,000-kilo- 
watt station which TVA wanted and needs. 

The effect of the President’s directive to make a contract with Dixon-Yates is 
that the consumers of power in the TVA area shall subsidize the private power 
interests in the surrounding area to the tune of $150 millior.” ~ 

The TVA consumer is apparently not to have any freed»m of choice in the 
matter. 

CHRONOLOGY OF FACT 


AEC, as of this date, has a contract in force with TVA. 

TVA notified the Bureau of the Budget and AEC that it needed 600,000 kilo- 
watts of capacity in the Memphis area in order to meet the needs of its own 
customers, and, unless TVA obtained this capacity, it would not be able to meet 
the AEC requirements in 1957 under the existing contract. 

AEC was directed by the President to make arrangements to supply this 
600,000 kilowatts of capacity to TVA in the Memphis area through a contract 
with Dixon-Yates. 

AEC and Bureau of the Budget expect the TVA to pay all costs of Dixon- 
Yates power over and above the rates AEC has to pay TVA under the presently 
existing contract. 

(See AEC record, pp. 40 and 41, attachment 9, letter of April 15, 1954, Strauss 
to Dodge:) 

“However, it is our position that any costs involved to AEC over and above 
the cost of power under our present contract at Paducah should be borne by TVA. 
Otherwise, the TVA would be further subdized through an operating expense 
appropriation to the AEC.” 

On page 43 is a detailed estimate by AEC of costs to be borne by TVA. 

Curtis of TVA has this to say on the point: (See AEC Record, p. 80, attach- 
ment 20, letter of July 2, 1954, to Rowland Hughes, pars. 2 and 3:) 

“According to AEC * * * the entire cost of this block of power supply would 
fall upon TVA, including the extra cost required to absorb the power in the TVA 
system * * *.” “It—AEC—would be contracting with the Dixon-Yates group, 
therefore, not on its own behalf but primarily for TVA.” 

The estimates of the TVA staff indicate that the additional cost to be borne 
by TVA would be over $3% million a year. * * * (This is without the taxes, 
which were, at the time of this letter, still to be reimbursable to Dixon-Yates 
by the AEC, but due to the Gore amendment must be included in costs. ) 

The taxes are $1,499,000 (local) and $820,000 (Federal), or a total of $2,321,000 
(p. 70, attachment 15, AEC record, Strauss to Hughes, June 10, 1954.) 

Hughes, Bureau of the Budget, replied to Curtis in a letter dated August 18, 
1954 (Bureau of the Budget record, attachment B-—23). In this letter there is 
much gobbledygook, but no other conclusion can be drawn from it than that 
TVA has to pay all excess costs over and above its contract price with AEC 
for power at Paducah. 

At the same time TVA is asked to absorb the difference in the price of coal 
at Paducah and West Memphis (par. 4). The cost of coal at Paducah is about 
16 cents per million B. t. u.’s and at West Memphis 19 cents per million B. t. u.’s. 
For 5.2 billion kilowatt-hours, this would amount to $1,505,192 per year. 

If TVA is forced to absorb this sum, in addition to the $5.67 million mentioned 
by Curtis in his letter of July 2, 1954, this $1.5 million would be a direct sub- 
sidy by TVA consumers to the AEC. 


Item 11: Total cost to Government 


Up to this point the von Tresckow low estimate has been increased, through 
AEC errors, by $1,502,000, and the high estimate by $2,422,000; the Dixon-Yates 
figures have been unjustifiably decreased by $820,000. 























































































































































































































680 POWER POLICY—DIXON-YATES CONTRACT 





Item 12: Possible fuel cost of 81.4 cents, and heat rate adjustment to 9,674 B. t. u. 
kilowatt-hours 


The AEC here adds $553,000 to the von Tresckow low estimate, and deducts 
$534,000 from the high estimate; $309,000 is deducted from the Dixon-Yates 
figures. 

The facts are that $312,000 should have been subtracted from the von Tresckow 
low estimate, $1,498,000 should have been deducted from the high estimate, and 
$348,000 should have been added to the Dixon-Yates figure. 

This appears to be a complicated calculation and difficult for the layman to 
follow. Actually, it is simple and anyone can understand it. Only AEC is 
confused. 

The total production for the plant at this point has been adjusted to 5.2 
billion in the von Tresckow figures. This was done in item 6 of the cost com- 
parisons to provide a fair comparison with Dixon-Yates. 

Coal is measured by the British thermal heat units it contains. 

A generating station’s efficiency is measured by the number of B. t. u.’s required 
to produce 1 kilowatt-hour of electricity. 

Coal prices are quoted in terms of the cost per million B. t. u.’s. 

In order to arrive at the fuel cost, all that needs to be done is to multiply the 
production—in this case 5.2 billion kilowatt-hours—by the estimated B. t. u.’s 
required per kilowatt-hour (divide by 1 million) and then multiply by the cost 
per million B. t. u.’s. 

The von Tresekow low estimate of fuel costs, at this point in the calculations, 
is based on 5.2 billion kilowatt-hours times 9,200 B. t. u.’s per kilowatt-hour 
(divided by 1 million) times 20 cents per million B. t. u.’s. This is $9,568,000. 

The AEC adjust the B. t. u.’s per kilowatt-hour to 9,674, because they believe 
that this is a better average figure over the life of the contract. They cut the 
cost of fuel to 18.4 cents per million B. t. u.’s because the TVA can buy fuel 
delivered at Fulton at that price. Thus, 5.2 kilowatt-hours times 9,674 B. t. u.’s 
per kilowatt-hour (divided by 1 million) times 18.4 cents per million B. t. u.’s 
equals $9,256,000, or $312,000 less than the previous figure. The AEC, instead 
of deducting this amount from the von Tresckow low estimate, deliberately adds 
$553,000 to the low-estimate figures. 

The von Tresckow high-estimate fuel costs are based on 5.2 billion kilowatt- 
hours times 9,400 B. t. u.’s per kilowatt-hour (divided by 1 million) times 22 


cents per million B. t. u.’s. This is a fuel cost of $10,753,360. The AEC adjust- 
ment to 5.2 billion kilowatt-hours times 9,674 B. t. u.’s per kilowatt-hour (divided 
by 1 million) times 18.4 cents per million B. t. u.’s equals $9,256,000, This is 
$1,498,360 less. 

Instead of deducting this amount from the cumulative calculations of the von 
Tresckow high estimate, they only deducted $534,000. They just forgot $964,000 
of deductions that should have been made. 

Re Dixon-Yates figures in this regard: 

No figures, which showed the number of B. t. u.’s per kilowatt-hour Dixon- 
Yates had used in order to arrive at their fuel costs, have ever been made public. 
The figure has been carefully hidden so that it would be impossible to accurately 
check Dixon-Yates costs. The Von Tresckow group was asked by the AEC to 
supply all details, and they are published in the letter of June 2, 1954, von 
Tresckow to AEC (pp. 58-59, attachment 14, AEC record). 

Some detective work among the figures, given in one place or another, indi- 
cates that the B. t. u. figure per kilowatt-hour for Dixon-Yates is 9,017. The 
5.2 billion and 19 cents per million B. t. u.’s are given. This means that Dixon- 
Yates’ fuel costs are 5.2 times 9,017 (divide by 1 million) times 19 cents, or 
$8,908,000. 

Under the AEC adjustment to 9,674 B. t. u.’s per kilowatt-hour and 18.4 cents 
per million B. t. u.’s, the formula is: 5.29674 (divide by 1 million) X18.4 cents, 
which equal $9,256,000, or $348,000 more than their own figure. 

All this is an error in the low and high von Tresckow estimates. 

This means that a fifth error is introduced into both the low and high von 
Tresckow estimate by the AEC in items 13a, 13b, 15A—1, 15A-2, 15B-1, and 15B—2. 

This is a total of 14 additional errors in the Von Tresckow figures. 

This is also an error in the Dixon-Yates figures and introduces a second error 
in Dixon-Yates items 13a, 13b, 15A—1, 14A-2, 15B-1, and 15B-2. 

This is a total of seven additional errors in the Dixon-Yates figures. 
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The cumulative total of errors to this point is: 


Oe ee ee ee i 71 
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All of the errors are in favor of Dixon-Yates. 
The errors under this item 12 amount to $865,000 in the Von Tresckow low 
estimate and $964,000 in the high estimate. 
The error in the Dixon-Yates figures under item 12 is a minimum of $618,000. 


Item 13: Total adjusted for fuel: (a) Total cost, items 9 and 12; (b) cost to 
Government, items 11 and 12 

The sums under (a) and (b) are the same in the low and high Von Tresckow 
estimates. The 2 figures in the low estimate, at this point, contain a cumulative 
error of $2,367,000. The 2 figures in the high estimate contain a cumulative error 
of $4,341,000. 

The Dixon-Yates figures under (a) contain a cumulative error of $618,000 
and under (0) a cumulative error of $1,438,000. 

All of the AEC errors in the von Tresckow figures are increases in costs. 

All of the AEC errors in the Dixon-Yates figures are decreases in costs. 

All errors favor Dixon-Yates. 

Item 14: Possible annual increase under capital cost provision 

Under this heading the Von Tresckow low and high estimates are added to by 
$1,631,000 per year, and only $285,000 is added to the Dixon-Yates figures. 

These figures, in both the Von Tresckow and Dixon-Yates proposals, should be 
eliminated, or both proposals should be treated equally. 

The Dixon-Yates figure of $285,000 is based on the theory that the limit of cost 
to the Government under this proposal is $112 millions. This is not true. 

The corporation organized for the purpose of building this generating station 
only has a capital of $5.5 million. All of this money is included in the low 
estimate of construction cost of $107,250,000. A corporation is limited in its 
liability to the amount of its capital. Money would have to be provided for any 
additional costs beyond $107 million. It has not been stated publicly as yet 
who would put up the money for half of the increase up to $117 million and who 
exactly would be responsible beyond that figure. 

If it is to be the company that has been organized for this purpose, the $5.5 
million of capital obviously does not provide a guaranty, because that money 
must be spent in constructing a $107 million plant. 

The only real guaranty that the Dixon-Yates generating company can meet 
its obligations up to about $117 million is the $8.25 million gift which the AEC 
is making to Dixon-Yates in the form of paying for the extra 50,000 kilowatts 
in the increase in the capacity charge, which is made for that purpose in the 
proposed contract. 

The AEC itself is providing this guaranty—not Dixon-Yates. 

At the same time, if the Dixon-Yates cost should be $117 million, Dixon-Yates 

will receive an additional $285,000 per year under the proposed contract with 
AEC, 
This payment would be made under the provision that the AEC has to pay for 
half of the increase in cost from $107 to $117 million, or $4% million. Thus, the 
AEC itself actually pays for a guaranty up to $120 million of plant cost—and 
not Dixon-Yates. 

(It is to be remembered that the first cost estimate of Dixon-Yates for the 
construction of their generating station in Arkansas was $120 million.) (See 


AEC Record, p. 18, attachment 6, letter of February 25, 1954—Dixon and Barry 


to AEC). 
The Von Tresckow group neither asked for, nor was it offered, similar terms in 


its proposal. 

Therefore, the figures in item 14 should be thrown out because they are a 
deliberate falsification and not even a remotely fair statement of fact. 

The Von Tresckow group made a straightforward proposal to build a 600,000 
kilowatt generating station at Fulton, Tenn., at the site selected by TVA, under 
the engineering and construction supervision of TVA at a cost of $90 to $100 


million. 
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(The AEC called all cost estimates reasonable and in line with actual expe- 
rience. ) 

The Von Tresckow group offered to turn the generating station over to TVA 
for $1 at the end of 32 years. The profit was to be limited to an average of 
$133,000 per year over a 30-year period. 

It offered to put up a $20 million bond that its costs would not exceed Dixon- 
Yates and that all savings would go to the Government. 

There is no hidden subsidy or gimmick of any kind in the Von Tresckow 
proposal. 

The addition of $1,631,000 to the Van Tresckow figures and $285,000 to Dixon- 
Yates is an error in the Von Tresckow high and low estimates and the Dixon- 
Yates figures. 

This means that a sixth error is introduced into both the high and low Von 
Tresckow estimates by the AEC in items 15A-1, 15A-2, 15B-1, and 15B-2. 

A third error is introduced into the Dixon-Yates figures in the same items. 

The primary effect of this error is that it distorts the basis of comparison in 
favor of Dixon-Yates. 

The total of errors is 8 in the Von Tresckow figures and 4 in the Dixon-Yates 
figures for a total of 12 errors. 

The amount of the error is $1,631,000 in the high and low Von Tresckow esti- 
mates, and $285,000 in the Dixon-Yates estimate. 

All of the AEC errors favor Dixon-Yates. 

The cumulative total of AEC errors to this point is 79 in the Von Tresckow 
figures and 18 in the Dixon-Yates figures, or a total of 98 errors. 

All of the errors are in favor of Dixon-Yates. 

The amount of the cumulative error up to this point in the Von Tresckow low 
estimate is $3,998,000. In the high estimate this figure is $5,972,000. The amount 
of the cumulative error in the Dixdén-Yates figures is $1,153,000. 

All of the AEC errors in the Von Tresckow figures are increases in costs. All 
of the AEC errors in the Dixon-Yates figures are decreases in costs. All errors 
favor Dixon-Yates. 


Item 14: Total including possible increase in capital cost 


There are four sets of figures under this item Al, A2, Bl, and B2. The last 
one is the only important one, because it is the set of figures from which the 
conclusions of the AKC were drawn. They were the basis for the Presidential 
directive for the AEC to negotiate a contract with Dixon-Yates. 

The A®C figures for the Van Tresckow low estimates are $20,977,000 per year ; 
the cost per kilowatt-hour 4.08 mills. ‘The correct figures are $16,979,000; cost 
per kilowatt-hour 3.26 mills. 

The AEC has deliberately added $3,998,000, or 0.77 mill per kilowatt-hour to 
the Von Tresckow low estimate. 

The AEC figures for the Von Tresckow high estimate are $23,653,000 per year. 
The cost per kilowatt-hour is 4.55 mills. The correct figures are $17,681,000. 
The cost per kilowatt-hour is 3.40 mills. 

The AEC has deliberately added $4,972,000, or 1.15 mills per kilowatt-hour, 
to the Von Tresckow high estimate 

The AEC figures for Dixon-Yates are $20,545,000, or 3.95 mills per kilowatt- 
hour. The correct figures are $21,698,000, or 4.17 mills per kilowatt-hour. 

The AEC has deliberately subtracted $1,153,000; or 0.22 mill per kilowatt-hour 
from the Dixon-Yates figures. 

The addition of $3,998,000 to the Von Tresckow low estimate and the subtrac- 
tion of $1,153,000 from the Dixon-Yates low figures makes the low Dixon-Yates 
proposal actually $5,151,000 per year higher than the low Von Tresckow figures, 
according to the corrected AKC figures. 

The Von Tresckow group claimed a minimum saving of $150 million over the 
Dixon-Yates proposal ir a 30-year period. This proves it. The AEC attempted 
to prove the correctness of its conclusion by introducing 98 errors into the calcu- 
lations, all of them in favor of Dixon-Yates. (No errors of less than $50,000 were 
counted.) 

The total of these errors amounts to $5,151,000. 
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\RULATION OF SPECIFIC DIFFERENCES IN Costs BETWEEN VON TRESCKOW AND 
Drxon-YATES 


Many people have asked what the exact differences are in costs between the 
Von Tresckow propsal and the Dixon-Yates proposal over a 30-year period. 


Che Ist difference is in the cost of the plant. The von Tresckow 
estimate is $90 million and the Dixon-Yates estimate is $107,- 
250,000. The von Tresckow low estimate is lower than the 
Dixon-Yates low estimate by__--- ttttidnpie ee... as ee 
>» The 2d difference is in interest costs. This is the interest on 
$17,250,000 over a 30-year period at 34% percent; the whole 
amount to be retired on an even level debt service basis, the 
same as under the Von Tresckow and Dixon-Yates proposals__ 10, 887, 000 
The 3d difference is in transmission costs. Due to the Dixon- 
Yates plant location in Arkansas, there is $607,000 added trans- 
mission cost over and above the Fulton, Tenn., location________ 18, 210, 000 
i The 4th difference is in coal costs. This difference is based on 
the difference in coal costs estimated by TVA of €.06 cents per 
million Britta thermal waite... oe ee a 9, 360,000 
The 5th difference is in local taxes. The State of Arkansas will 
tax Dixon-Yates $1,499,000 per year. The State of Tennessee 
will tax Von Tesckow $150,000 per year. The net difference is 
SC) BID sisdiretisincs nsitaripsnid ee penitans ptqnaiaibhsiaiege si adaeaecantal 40, 470,000 
6. The 6th difference is in the profit. The Von Tesckow profit is at 
the rate of $133,000 per year for 30 years. The Dixon-Yates 
profit is figured at $757,000 per year. This profit estimate is 
based on the AEC statement that Dixon-Yates will pay $820,000 
of Federal income taxes per year. The difference in profit per 
FT Di hacia co nlc SE acs Meth and hate deci sb oheilicin dows 18, 720, 000 
The 7th difference is in Federal income taxes on profits. The Von 
Tresckow group pays the taxes on its profits out of its own 
pocket. The Dixon-Yates costs include a profit of $757,000 per 
and an $820,000 income tax on them____-----.---------___-_- 24, 600, 000 
8. The 8th difference is in the value of the plant, turned over to 
TVA for $1. TVA, as well as Dixon-Yates, assumes the life 
of the generating station to be 35 years. At the end of 30 years 
there still remains one-seventh of the original value of the 


plant. One-seventh of $90 million is_._._...-.-----_------- 12, 857, 000 
The total of all of these differences is__...._....._..._....... 152, 354, 000 


9. There is, however, a very important 9th difference : 


When the Von Tresckow group turns over the plant to the TVA for $1, the 
following annual items will be eliminated from the costs: 


Prot ccddincs dna cinta ate tipienpinip weththhlilglicks she cdis we ti $133, 000 
Mand Qh sit 6. caiewudatn us uiidinaceddiiiendin da OE dad 250, 000 
TT a as ss ctcctnies insite encbntiet ss sessment elaine ae depliealls Sale tee a hee ene 150, 000 
laterost nd Gebt rephy Metts tein ce le dia lender cet 4, 893, 000 

ReteR dais Oi eb al en a 5, 426, 000 


This will make for a total of $10,076,000 in savings per year over the Dixon- 
Yates proposal, and this may be for as much as 10 years longer than the 30-year 
estimate used in all of the above figures. 

The total is arrived at by adding the savings under Nos. 1 to 7, inclusive, to 
$5,426,000. 


Quotations From Recorp oF PrROcEDURE, BUREAU oF THE BupeET, RELEASED 
SaTurpay, AucusT 21, 1954, spy OrpER OF THE PRESIDENT 


(Re 600,000 kilowatts of capacity—600,000 kilowatts of firm power) 
OUTLINE OF NEGOTIATIONS 


Page 1, paragraph 2: “In order to provide, with appropriate operating re- 
serves, for reasonable growth in industrial, municipal, and cooperative power 
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loads in the area through calendar year 1957, arrangements are being made to 
reduce, by the fall of 1957, existing commitments of the Tennessee Valley 
Authority to the Atomic Energy Commission by 500,000 to 600,000 kilowatts. 
This would release the equivalent amount of Tennessee Valley Authority gen- 
erating capacity * * *” 

Paragraph 3: “* * * and that this required starting construction of new 
generating capacity in 1955.” 

Page 2, paragraph 5: “* * * the plans were changed to increase the amount 
of relief to TVA by 1957 from 450,000 kilowatts to from 500,000 to 600,000 
kilowatts.” 


EXCERPTS FROM COPIES OF CORRESPONDENCE ATTACHED TO THE RECORD 


December 18, 1958—Jos. M. Dodge to Gordon R. Clapp, attachment B-1 


Paragraph 3: “This portion of the AEC load for the Paducah plant would be 
met from additional capacity provided by sources other than TVA, thereby 
releasing the equivalent amount of TVA generating capacity to meet the in- 
creased load requirements of other consumers in the TVA power area.” 


December 24, 1953—Rowland Huyhes to Lewis L. Strauss, attachment B-2 
Paragraph 1: “As a result of your preliminary conversations * * * arrange- 
ments can probably be worked out to supply the Atomic Energy Commission 
Paducah installation with 500,000 (and possibly up to 600,000) kilowatts more 
of electric power * * *” 
Paragraph 3: ‘“* * * to supply AEC with an additional 500,000 kilowatts to 
600,000 kilowatts no later than the fall of 1957.” 


December 24, 1953—Gordon R. Clapp to Jos. M. Dodge, attachment B-8 
Paragraph 2: ‘* * * at least 500,000 and possibly by as much as 600,000 
kilowatts.” 
Paragraph 3: “* * * for a substitute source for 500,000 to 600,000 kilowatts ).” 
Paragraph 4: “Provision of the 500,000 or 600,000 kilowatts presently planned 
to be secured. * * *” 


March 1, 1954—Gordon R. Clapp to Jos. M. Dodge, attachment B-4 
Paragraph 2: “* * * to provide the 500,000 or 600,000 kilowatts. * * *” 


Paragraph 4: “* * * to increase the load-carrying capacity of the TVA 
system. * * *” 


Varch 23, 1954—Gordon R. Clapp to Joseph M. Dodge, attachment B-5 


Paragraph 1: “* * * I wrote you concerning the need for our prompt installa- 
tion of additional power generating capacity. * * *” 


April 16, 1954—Eugene M. Zuckert to Roland R. Hughes, attachment B-6 
Paragraph 2: “* * * for the supply of 600,000 kilowatts of power in the Mem- 

phis area.” 

April 17, 1954—K. D. Nichols to Senator Leverett Saltonstall, attachment B-8 
Paragraph 1: “* * * to explore the possibility of reducing existing commit- 

ments of the TVA to the AEC by 600,000 kilowatts.” 


April 24, 1954—Rowland Hughes to the President, attachment B-9 


Paragraph 1: “* * * by reducing existing commitments of the TVA; to the 
AEC by 500,000 to 600,000 kilowatts by transferring this load to private enter- 
prise. This would not only provide generating capacity to meet the increased 
load requirements of other consumers, but would also eliminate the need for 
appropriations to finance additional steam-generating units.” 

Paragraph 2: “The offer is * * * for the production of 600,000 kilowatts.” 


May 10, 1954—Rowland Hughes to Senator Leverett Saltonstall, attachment B-11 
Paragraph 1: “* * * to supply * * * from 500,000 to 600,000 kilowatts of 
power, * * *.” 
Paragraph 2: “* * * to provide AEC with 600,000 kilowatts of power.” 
Paragraph 3: “* * * to provide funds for additional steam generating ca- 
pacity for TVA” 


May 14, 1954—Senator Leverett Saltonstall to Rowland Hughes, attachment 
B-12 


Paragraph 1: “* * * to supply * * * from 500,000-600,000 kilowatts of power 


** *” 
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June 15, 1954—Rowland Hughes to the President, attachment B—15 


Paragraph 1: “* * * for completing the contract for approximately 600,000 


kilowatts ** *” 


June 16, 1954—Rowland Hughes to Harry A. Curtis, attachment B-17 
Paragraph 1: ‘“* * * as to the proposal for Federal construction of additional 
generating units by the Tennessee Valley Authority.” 
Paragraph 3: “Under this proposal the AEC will secure 609,000 kilowatts of 
firm power * * *.” 
June 16, 1954—Rowland Hughes to Senator Leverett Saltonstall, attachment 
B-18 
Paragraph 1: “* * * from private sources with from 500,000 to 600,000 kilo- 
watts of power * * *.” 
Paragraph 2: “* * * by reducing existing commitments of TVA to AEC by 


500,000—-600,000 kilowatts * * *.” 

Paragraph 3: “* * * to obtain the additional capacity * * * further concen- 
tration of additional capacity * * * to provide additional capacity in the Mem- 
phis area * * * further concentration of generating capacity * * * ” 

Page 2, paragraph 5: “* * * 600,000 kilowatts of firm power before the end of 


<p 


calendar year 1957. 
Page 3, paragraph 2: “* * * for the construction by TVA of additional steam 


capacity * * *.” 

June 16, 1954—Rowland Hughes to Harry A. Curtis, attachment B-19 
Paragraph 2: “Under this proposal an additional 600,000 kilowatts of firm 

power will be delivered to the TVA system by the latter part of calendar year 

1957 to take care of AEC loads. This arrangement will make available to TVA 


600,000 kilowatts of power * * *.” 
Paragraph 4: ““* * * for additional capacity specifically to serve the firm incre- 


ment of this load * * *.” 
Paragraph 5: “* * * for construction by TVA of additional steam-generating 


capacity will be submitted * * *,” 
July 2, 1954—Harry A. Curtis to Rowland Hughes, attachment B-20 
Paragraph 3: “* * * to reduce * * * existing commitments * * * by 500,000 
to 600,000 kilowatts. This would release the equivalent amount of Tennessee 
Valley Authority generating capacity * * *.” 
August 18, 1954—Rowland Hughes to W. Sterling Cole, attachment B-22 
Paragraph 5: “* * * to reduce the AEC demand by 600,000 kilowatts * * *. 
In exchange, TVA will agree to receive in the Memphis area the same amounts 


of capacity and energy * * *.” 
Page 2, paragraph 1: “Of this total additional capacity, 500,000 kilowatts will 
be available * * *. The remaining 100,000 kilowatts will be applicable * * *.” 


QUOTATIONS FROM THE ATOMIC ENERGY COMMISSION RECORD, RELEASED AUGUST 21, 
1954, By ORDER OF THE PRESIDENT 


(Re 60,000 kilowatts of capacity—600,000 kilowatts of firm power) 


December 12, 1958—J. W. McAfee to Walter Williams, attachment 1 

Page 9, paragraph 1: “* * * an additional supply of power which could amount 
to as much as 450,000 kilowatts.” 

Paragraph 6: ‘“* * * for the supply of its 450,000 kilowatts of firm capacity 
** #7 
October 10, 1958—R. B. Wilson to G. O. Wessenauer, attachment 2 

Page 11, paragraph 3: “* * * we propose to supply you with an amount of 
capacity equal to that you proposed at Fulton.” 
February 9, 1954—E. A. Yates to Gordon R. Clapp, attachment 5 

Page 15, paragraph 3: “* * * contemplates that some 500,000 to 600,000 kilo- 


watts of load * * *.” 
(A decided distinction is made in this letter between generating capacity and 


firm power. ) 
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February 25, 1954—Diron-Yates to K. D. Nichols, attachment 6 

Page 18, paragraph 1: “* * * furnish between 500,000 to 600,000 kilowatt of 
power * * ¢.” 

Page 19, paragraph 2: “This would be $120 million to provide the suggested 
600,000 kilowatts.” 

Paragraph 5: “* * * 600,000 kilowatts of 3-phase, 60-cycle electric power on as 
continuous a basis as you can utilize such power * * *.” 
Varch 3, 1954—Lewis L. Strauss to Joseph M. Dodge, attachment 7 

Paragraph 1: “* * * an additional 500,000 kilowatts to 600,000 kilowatts * * *.” 


ipril 10, 1954—Dizxon and Barry to K. D. Nichols, attachment 8 

Pages 30 and 31: “(4). The base capacity charge includes the cost associated 
With initial facilities of approximately 650,000 kilowatts, of which capacity in 
excess of 600,000 kilowatts is reserve capacity, and the base capacity charge 
includes the costs associated with such excess as compensation to Seller for fur- 
nishing reserve capacity sufficient to provide firm service with one unit out of 
service.” 

Page 32: Under “definitions: Seller’s initial facilities:” “A new steam-elec- 
tric generating station * * * of approximately 650,000 kilowatts capacity (ap- 
proximately 50,000 in excess of contract capacity * * *).” 

Page 33: “Contract capacity—600,000 kilowatts.” 
ipril 15, 1954—Lewis L. Strauss to Joseph M. Dodge, attachment 9 

Page 34, paragraph 2: “* * * (c) to build a 650,000-kilowatt steam-electric 
station near West Memphis, * * *.” 

April 16, 1954—Eugene M. Zuckert, Henry D. Smyth to Rowland Hughes, attach- 
ment 9A 


Page 43a, paragraph 2: “Under this proposal * * * as a vehicle for the supply 
of 600,000 kilowatts of power in the Memphis area.” 
April 17, 1954—K. D. Nichols to Senator Leverett Saltonstall, attachment 9B 
Page 43c, paragraph 1: “* * * reducing the existing commitments of the TVA 
to the AEC by 600,000 kilowatts.”’ 
May 5, 1954—R. W. Cook to Lucius EB, Burch, attachment 11 
Paragraph 2:“* * * with sufficient backup * * *.” 
June 10, 1954—Lewis L. Strauss to Rowland Hughes, attachment 15 


Page 63, paragraph 1: “* * * has received a second proposal for the supply 
of 600,000 kilowatts of firm power * * *.” 

Paragraph 5: “Such a plant would be fully integrated into and become a part 
of the TVA system.” 


Page 65, paragraph 1: “* * * looking to that system for backup energy, and 
disposing of all plant output through TVA's transmission system.” 


June 22, 1954—K. D. Nichols to Strauss, Smyth, Murray, Zuckert, and Campbell, 
attachment 17 

Page 75, paragraph 1: “* * * hearings concerning the proposed contract * * * 
to supply the AEC with 600,000 kilowatts of firm power * * *.” 
June 30, 1954—K. D. Nichols to Dizon and Barry, attachment 19 

Page 77, paragraph 1: “* * * offering to furnish 600,000 kilowatts of firm 
power in the Memphis area constitutes a satisfactory basis for negotiation of a 
definitive contract.” 
July 2, 1954—Harry A. Curtis to Rowland Hughes, attachment 20 

Page 79, paragraph 1: “* * * to sell 600,000 kilowatts of power * * *.” 
fugust 12, 1954—K. D. Nichols to Lewis L. Strauss, attachment 22 

Page 85: “Section 1.04, contract capacity. Increased contract capacity to AEC 
in event actual net capability of plant is greater than 650,000 kilowatts.” 
iugust 18, 1954—K. D. Nichols to W. Sterling Cole, attachment 24 


Page 87, paragraph 3: “Of the total of 600,000 kilowatts of capacity that will 
he available * * *.” 
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Comparison between AEC figures and corrected figures for Von Tresckow low 


tt of ; estimate 
sted 4 \EC reeord, attachment 15, pp. 70 and 71; letter of June 10, 1954, Strauss to 
Rowland Hughes. See explanation for each correction in text) 


n as r ‘ . 
_ {Note: Items 1 through 5 figured on 4.73 billion kilowatt-hours. All amounts in thousands] 


lis 











‘a | Cumulative | 
* ? lerror by AEC| C ted 
4 Item AEC figures | over Walter — 
4 |von Tresckow| wares 
Z | figures | 
ted 3 ae te souiomannpieinaterttpirenres maneme os Dees wal a penatiiitecnetendinn 
= : Production and transmission spe sex $7, 623 | +$50 | $7, 573 
ge ; Mills per kilowatt-hour - - ; wha’ 1. 61 +0.01 | 1. 60 
ur- : 2. Energy ° gene a | $9, 453 | +$750 $8, 703 
of Fuel cost ‘per million B. t. u___. a .-cents__| 20 | | » 
Cost, mills per kilowatt-hour 2.00 +0. 16 | 1.84 
Total, excluding taxes $17,076 | +$800 | $16, 276 
ec. Mills per kilowatt-hour- - - .- 3. 61 | +0.17 | 3. 44 
- 4. Taxes $150 | : $150 
] Mills per kilowatt-hour. 0.03 Tes 0.03 
otal, including taxes. $17, 226 +$800 | $16, 426 
Mills per kilowatt-hour. - - - ‘ .| 3. 64 | +0. 17 3. 47 
adieatenne to meet 5.2 billion requirement. | $940 | +$75 | $865 
Mills per kilowatt-hour, 470 million kilowatt-hours... _| 2.00 | +0. 16 1. 84 
} l'otal cost, 5.2 billion kilowatt-hours | $18, 166 +$875 | $17, 291 
ic Mills per kilowatt-hour-. - - | 3.49 +0. 16 3. 33 
8. Additional TVA transmission. _. $627 WIE Fiidsicd edad 
Mills per kilowatt-hour- -- 0.12 |. ra Sad 
} 9. Total cost, including TVA transmission... | $18, 793 +$1, 502 $17, 291 
Mills per kilowatt-hour. - 3. 61 +0. 28 3. 33 
Less Federal income tax... ; ‘ ee oy JdtikGs sR ts Sark 
y Mills per kilowatt-hour. . . .-- Saeed enna ain ‘ Pd snl dns 
Total cost to Government_-. * | $18, 793 +$1, 502 | $17, 291 
Mills per kilowatt-hour. | 3. 61 0. 28 3. 33 
Possible fuel cost 18.4 cents plus heat rate adjustment to | 
9,674 B. t. u.-kilowatt-hours. _____- Serb 8 +$553 +$865 | —$312 
\ Mills per kilowatt-hour............................ +0. 11 | +0. 17 0. 06 
lotal adjusted for fuel: | } 
a) Total cost, Item 9 plus 12__- bebwsaeh , $19, 346 +$2, 367 $16, ‘4 
Mills per kilowatt-hour endiantew etd 3. 72 +0. 46 3. 26 
(b) Cost to Government, item 11 plus 12..___..___.- : $19, 346 +-$2, 367 | $16, $79 
Mills per kilowatt- hour 5 ial 3. 72 +0. 46 3. 26 
4. Possible annual increase under capital cost prov ision ‘ $1, 631 4-08, Git 355... 
ek TT Se LT | TED Be igikintatdin ee 150 
Mills per kilowatt-hour__--__.. bowl 0. 31 | +0. 31 |.......-. - 
Tota, including possible increase in capital cost: | | 
A. Including sponsors estimate of fuel cost: 
1. Total cost, item 9 plus 14..______- bcuneeoute $20, 424 +$3, 133 | $17, 291 
Mills per kilowatt-hour.___..........-. 3. 93 +0. 60 3. 33 
2. Total cost to Government, item 11 pues 14__.| $20, 424 +$3, 133 wt, ie 
Mills per kilowatt- hour. __- | 3.93 | +0. 60 
B. Including 18.4 cents fuel cost: | | | 
1. Total cost, item 13 (a) plus 14. ___--...-..-..| $20, 977 +$3, 998 | $16, 979 
Mills per kilowatt-hour.__. .| 4.03 +0.77 | 3. 26 
2. Total cost to Government, item 13 (6) plus 14. | $20, 977 +$3, 998 | $16, 979 


Mills per kilowatt-hour aia | 4.03 | +0. 77 3. 26 
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Comparison between AEC figures and corrected figures for Von Tresckow high 
estimate 


(AEC record, attachment 15, pp. 70 and 71; letter of June 10, 1954, Strauss to 
Rowland Hughes. See explanation for each correction in text) 


[Items 1 through 5 figured on 4.73 billion kilowatt-hours. Amounts in thousands] 


Cumulative 

error by AEC 
| over Walter | 
}von Tresckow| 
figures | 


| 5 Corrected 
Item ‘ures 
€ Figure figures 


| 


Production and transmission capacity *, 317 | +$1, = 
Mills per kilowatt-hour ‘i 1.97 | +. 22 
2. Energy ‘ $10, 540 +$750 
Fuel cost per million B. t. u 22 | 
Cost, mills per kilowatt-hour 
Total, excluding taxes 
Mills per kilowatt-hour 
. Taxes 
Mills per kilowatt-hour 
. Total, including taxes 
Mills per kilowatt-hour 
. Adjustment to meet 5.2 billion requirement én 
Mills per kilowatt- hour, 470 million kilowatt-hours___- 
. Total cost, 5.2 billion kilowatt-hours . 
Mills per kilowatt-hour 
. Additional TVA transmission 
Mills per kilowatt-hour 
. Total cost, including TVA transmission. 
Mills per kilowatt-hour 
. Less Federal income tax, mills per kilowatt-hour 
. Total cost to Government-_- a 
Mills per kilowatt-hour_ __- 
Possible fuel cost 18.4 cents plus heat rate ‘adjustment to 
9,674 B. t. u./kilowatt-hours_ 
Mills per kilowatt-hour - - 
. Total adjusted for fuel: 
(a) Total cost, item 9 plus 12_-. 
Mills per kilowatt- hour. __- 
) Cost to Government, item 11 plus 12. 
Mills per kilowatt-hour . 
. Possible annual increase under capital cost prov ision- 
Based on- __kilowatts -- 
Mills per kilowatt-hour.. wiiinaiiinieal 
. Total, including possible increase in capital cost: 
A. —— sponsors estimate of fuel cost: 
. Total cost, item 9 plus 14___- ai 
Mills per kilowatt- hour. . " . 96 | 3. 69 
2. Total cost to Government, item 11 plus 4... $19, 179 
Mills per kilowatt-hour ‘ | . | 3. 69 
B. nots 18.4 cents fuel cost: | 
. Total cost, item 13 (a) plus 14____.- ba $17, 681 
Mills per kilowatt-hour- . .. ‘ , 3. 40 
2. Total cost to Government, item 13 (b) plus | 14. $17, 681 
Mills per kilowatt-hour. - { . . 55 | . 3. 40 
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Comparison between AEC figures and corrected figures for Diwon-Yates estimate 


ISS to 





Rowland Hughes. See explanation for each correction in text) 


All amounts in thousands] 


[Note: Items | through 5 figured on 4.73 billion kilowatt-hours. 


Cumulative 
error by AEC 





(AEC record, attachment 15, pp. 70 and 71; letter of June 10, 1954, Strauss to 


Corrected 


item AEC figures over Dixon- figures 
Yates 
Production and transmission capacity- -- $8, 77! 
Mills per kilowatt-hour. - - 1. 69 
Energy $9, 688 | 
Fuel cost per million B. t. u cents 19 | 
Cost, mills per kilowatt-hour- - 1, 86 
Total, excluding taxes $18, 463 
Mills per kilowatt-hour. . 3. 55 
Taxes _.-. ‘ $2, 319 
Mills per kilowatt-hour. . ... 0.45 
Total, including taxes. $20, 782 
Mills per kilowatt-hour. - - --- 4.00 
Adjustment to meet 5.2 billion requirement -__- $20, 782 
Mills per kilowatt-hour, 470,000,000 kilowatt-hours. - - - 4.00 
rotal cost, 5.2 billion kilowatt-hours $20, 782 
Mills per kilowatt-hour- - - 4.00 
Additional TVA transmission. -- $607 
Mills per kilowatt-hour-. - .---- 0.12 
Total cost, including TVA transmission $21, 389 | $21, 389 
Less Federal income tax — $820 +$820 | +$820 
Mills per kilowatt-hour. - - —0. 16 +0. 16 0.16 
Total cost to Government_._. $20, 569 + $820 $21, 389 
Mills per kilowatt-hour. - 3. % +0, 15 4.11 
Possible fuel cost 18.4 cents plus heat rate adjustment to 
9,674 B. t. u. per kilowatt-hour — $309 +$309 | +$309 
Mills per kilowatt-hour - - - 0. 06 | +0. 06 | 0. 06 
Total adjusted for fuel: | 
(a) Total cost, item 9 plus 12 21, 080 +$1, 618 $21, 698 
Mills per kilowatt-hour_ - 4.05 +0. 12 4.17 
(6) Cost to Government, item 11 plus 12 $20, 260 +$1, 438 $21, 698 
Mills per kilowatt-hour 3.90 +0. 28 4.17 
Possible annual increase under capital cost provision $285 —$285 
Based on. — kilowatt 180 
Mills per kilowatt-hour. -- 0. 05 —0. 05 
otal, including possible increase in capital cost: 
A. Including sponsors estimate of fuel costs: 
1, Tota] cost, item 9 plus 14 21, 674 —$285 $21, 389 
Mills per kilowatt-hour 4.17 | —0. 05 4.12 
2. Total to Government, item 11 plus 14 $20, 854 +$535 $21, 389 
Mills per kilowatt-hour . . 4. 01 +0. 11 4.12 
B. Including 18.4 cents fuel cost: 
1. Total cost, item 13 (a) plus 14-_. $21, 365 + $333 $21, 608 
Mills per kilowatt-hour - 4.11 +0. 06 4.17 
2. Total cost to Government, item 13 (6) plus 14 $20, 545 +$1, 153 $21, 608 
Mills per kilowatt-hour 3. 95 +0. 23 4.17 
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ATTACHMENT 15.—Comparison of annual costs of power supply for replacement 
of 600 milliwatts of power under contract with TVA for the Paducah project 


. Production and transmission capacity 
Mills per kilowatt-hour 

. Energy 
At fuel cost per million B. t. u., 
Mills 7 kilowatt-hour 

. Total (excluding taxes) 
Mills per kilowatt-hour 

. Taxes 
Mills per kilowatt-hour 

. Total (including taxes) 
Mills per kilowatt-hour 


cents 


5. Adjustment to meet 5.2 billion kilowatt- 


hours requirement 
Mills per  kilowatt-hour- 
kilowatt-hours 
7. Total cost—5.2 billion kilowatt-hours 
Mills per kilowatt-hour - 
8. Additional TVA transmission 
Mills per kilowatt-hour__ 
9. Total cost including TVA transmission 
Mills per kilowatt-hour 
10. Less—Federal income taxes 
Mills per kilowatt-hour 
11. Total cost to Government _- 
: Mills per kilowatt-hour 
12. 
rate adjustment to 9,674 B. t. u. per kilo- 
watt-hour___. os 
Mills per kilowatt-hour 
. Total—adjusted for fuel: 
(a) Total cost (items 9 and 12) 
Mills per kilowatt-hour 


(6) Cost to Government (items 11 and | 
12 sachin 


Mills per kilowatt-hour 
. Possible annual increase under 
cost provision ; 
Based on 
Mills per kilow att-hour én 
. Total, including possible increase in capital 
cost: 
A. Including 
fuel cost: 
(1) Total cost (items 9 and 14) 


sponsor’s estimate of 


Mills per kilowatt-hour _| 
(2) Cost to Government (items | 


11 and 14) 


B. Includin 
(1) 


18.4 cents fuel costs: 


Mills per kilowatt-hour 
(2) Cost to Government (items 
13b and 14) 


470,000,000 | 


Possible fuel cost at 18.4 cents and heat | 


capital 


Mills per kilowatt-hour _| 
otal cost (items 13a and 14) .| 


| watt-hours ! 








Mills fp per ‘kilowatt-hour | 


| 


Von Tresckow group, 
May 26, 1954 


High esti- 

mate, 4.73 
| billion kilo- 
watt-hours ! 


Low esti- 
mate, 4.73 
billion kilo- 


7, 623, 000 | 


$9, 317, 000 

1. 61 1.97 

$9, 453,000 | $10, 540, 000 
20 | 22 


2.00 | 2.23 
$17, 076,000 | $19, 857, 000 


3. 61 
$1, 10, oon 


$150, 000 
0. 03 
$20, ~, 000 
4. 43 


$17, 226, 000 
3. 64 


$940, 000 $972, 000 


2.00 


$20, 424, 000 
3. 93 


$20, 424, 000 
3.93 | 


$20, 977, 000 | 
4.03 


$20, 977, 000 
4.03 


$24, 187, 000 
4.65 


$23, 653, 000 
4. 55 


$23, 653, 000 
4. 55 





! Items 6 through 15 are based on adjustment to 5.2 billion kilowatt-hours. 


? Maximum. 
2 Per kilowatt. 


$24, 187, 000 
4.65 | 





| Dixon- Yates, 


Apr. 10, 1954 


5.2 billion 
kilowatt- 
hours 


$21, 674, 000 
4.17 
$20, 854, 000 
4.01 
$21, 365, 000 
4.11 


$20, 545, 000 
3.95 





TVA 650 
milliwatts 


Fulton plant 


5.2 billion 
kilowatt- 
hours 


$7, 580, 000 
1. 46 
$9, 304, 000 
18.4 


1.79 

$16, 884, 000 
3. 25 

0 


0 
$16, 884, 000 


"$16, 884, 000 


3. 25 
. 


$16, 884, 000 


$16, 884, 000 


3. 25 


$16, 884, 000 





POWER POLICY—DIXON-YATES CONTRACT 691 


ExuHIsItT 9 





MEMORANDUM 
Aveust 26, 1954. 

Mr, Paut O. CANADAY: I had a complete and pleasant conversation with Bob 
McDowell of the SEC this afternoon with further reference to your conversation 
of Wednesday evening with Sol Freedman. 

The staff again went to the Commission. It is recognized that the theoretical 
situation we propounded could occur. On the other hand, they had a feeling 
that the likelihood of such an occurrence is not very great. Furthermore, the 
records they have of situations since the precedent was established requiring 
that both compensation and dividend rate be bid do not indicate the likelihood 
of this theoretical situation arising. The Commission retains an open mind 
on the question, but in view of the precedent feel that they may not reverse a rule 
of such long standing merely on the basis of an informal conference with their 
own staff. As a result, they would welcome a presentation of our case by us 
at an informal meeting. 

I indicated that we had no magic formula to produce and that our “pitch” 
could probably be made in 15 minutes. I made it abundantly clear that we had 
not accepted the prior invitation primarily out of consideration for the fact 
that the Commission is very busy, that we felt we had presented our full case 
to the staff and had nothing more to add. I added further that we had no desire 
to “get off to the races” on a project that would result in any substantial delay, 
that preferred markets had habits of evaporating quickly, and that I had vivid 
memories of other circumstances where we had fought a good fight only to find 
that the markets had left us waiting at the church. The response was a repeti- 
tion that the Commission would be pleased and honored if we would come in— 
such a procedure could be completely informal, arranged on short notice—and 
a likelihood that a decision would be made the same day. The oniy stipulation 
was that we would be willing to accept such a decision. 

In essence, I was told that reversing a long string of precedents is a serious 
business. I gathered they had a real interest in the problem and sensed that 
they might even be looking for some basis for taking this action—the latter is 
pure conjecture on my part. I left the matter on a basis whereby I agreed to 
call them next Tuesday or Wednesday when you return and assuming Dan would 
be with us in Washington. They will arrange a meeting if we so desire on very 
short notice. 

BE. H. D. 
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ee | 
Seratobie, Missi»aippi 
July 17, 1954 


Mr. W. I, Hill 
Jackson, Mississippi 


Dear B iliy: 


We enclose herewith paper work, dated July 17, which 
accounts for the $1,200,00 cash advance recently made 
and charged to the Senatobia Manager*s Fund, 


The vouchers attached, in the amount of $959.90, Sena~ a. ; 
tobia Bank Deposit slip in the amount of $1544), amb 20 9 -ex. C4ek 
Citisens Bank Deposit slip, Byhalis, in the amount of 

85,90, toval the abows $1,200.00, 


there is further information 
i, please ady 


CPi; aja 


OC: R. W. Braswell /R, &, Wilson 
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EXHIBIT 12 


SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D. C. 


October 30, 1952 
ACCOUNTING SERIES RELEASE NO. 73 


Findings and Opinion of the Commission In the Matter of Haskins 
& Sells and Andrew Stewart, file No. 4-66, (Rules of Practice— 
Rule II (e)). 


PRACTICE AND PROCEDURE 
Disqualification of Accountant from Practice Before Commission 


Where repsondents, a firm of certified public accountants and a 
partner therein, certified financial statements in a registration state- 
ment found by the Commission to be materially inadequate and mis- 
leading in that, among other findings, the financial statements grossly 
overstated intangible assets as a result of the arbitrary use of the par 
and stated value of shares of stock issued to acquire the assets, includ- 
ing shares expected to be reacquired from promoters as a donation, 
and attributed to apparently potentially productive items material 
amounts which should have been shown as promotion services, held 
respondents have engaged in improper professional conduct making 


it appropriate to deny temporarily their privilege of appearing or 
practicing before the Commission. 


APPEARANCES : 

Manuel F. Cohen, for the Office of the Chief Accountant of the 
Commission. 

Robert P. Patterson, Boyle, Feller, Stone & McGivern, and Saul 
Levy, for respondents. 

These private proceedings were instituted under Rule II (e) of our 
Rules of Practice to determine whether the privilege of appearing or 
practicing before us should be denied, temporarily or permanently, 
to Haskins & Sells, a firm of certified public accountants, and Andrew 
Stewart, a member of that firm. 

Hearings were held, and after a recommended decision by the 
hearing examiner was dispensed with upon respondents’ motion, coun- 
sel for the Office of the Chief Accountant of the Commission and 
counsel for the respondents filed briefs and presented oral argument. 
On the basis of our examination of the record we make the following 
findings. 


‘Rule II (e) reads as follows: 

“The Commission may disqualify, and deny, temporarily or permanently, the privilege 
of appearing or practicing before it in any way to any person who is found by the Com 
mission after hearing in the matter 

“(1) not to possess the requisite qualifications to represent others ; or 

*(2) to be lacking in character or integrity or to have engaged in unethical or improper 
professional conduct.” 
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The order instituting these proceedings refers to certain accounting 
services allegedly improperly performed by respondents in connec- 
tion with the filing by ‘Theihaeben Incorporated, a Delaware 
corporation (“Thomascolor”) of a registration statement under the 
Securities Act of 1933 covering 1,000,000 shares of that corporation’s 
Class A stock, $5 par value, to be offered for sale at a price of $10 
. share, or a total of $10,000,000. The proceeds of the sale of this 
stock were to be devoted to an attempt to develop to a point of com- 
mercial use various devices, principally in the field of color photog- 
aphy, invented by Richard Thomas, the chief promoter of Thomas- 
color. Respondent firm, under the supervision of respondent Stewart, 
performed the auditing work and certified the financial statements 
of Thomascolor and its predecessors, Thomascoior Corporation, a 
Nevada corporation (“the Nevada corporation”), Scientific Develop- 
ment Co., a limited partnership (“Scientific”), and Richard Thomas 
Enterprises, Inc., a California corporation (“Enterprises”). 

In connection with the Thomascolor registration statement we in- 
situted stop-order proceedings under Section 8 (d) of the Securities 
Act to determine whether we should issue an order denying effective- 
ness to that statement. Extensive hearings were held before a hearing 
examiner, and numerous conferences were held between our Division 
of Corporation Finance and counsel, accountants, and other repre- 
sentatives of the registrant. After eight amendments had been filed, 
substantially revising the disclosures made, we dismissed those pro- 
ceedings and permitted the registration statement as amended to be- 
come effective. However, we issued a Findings and Opinion findin 
that the registration statement as originally filed contained materia 
misrepresentations and omissions with respect, among other things, to 
the nature and commercial possibilities of the devices and processes 
proposed to be exploited and the history of Thomascolor and its prede- 
cessors, and further finding that the financial statements in the regis- 
tration statement as originally filed were highly misleading. 

The order for hearing in the instant proceeding alleges, generally 
that respondents in connection with their work and the issuance of 
the firm certificate in the Thomascolor registration statement disre- 
garded generally accepted accounting and auditing principles, prac- 
tices pot professional standards and the rules, regulations and long 
settled decisions of the Commission. 































THOMASCOLOR AND ITs PREDECESSORS 









THE NEVADA CORPORATION 






Thomas, who had been experimenting in the field of color photog- 
raphy, had by 1940 developed a three-color system of photography 
involving five inventions, of which three were patented and two were 
covered by patent applications. At that time Thomas was in difficulty 
with various creditors who had advanced funds to him. After legal 
actions against Thomas had been institute by those creditors, it was 
agreed between them and Thomas that, for their mutual benefit, a 
corporation should be formed to hold the patents and patent appli- 











2 Thomascolor, Incorporated, Securities Act Release No. 3267 (November 26, 1947). 
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cations. Accordingly, the Nevada corporation was formed with an 
authorized capital of 1,000 shares of capital stock, no par value, and 
Thomas assigned the five patents and patent applications to the cor- 
poration in exchange for 980 shares of its capital stock. Thomas re- 
tained 725 of the shares, assigned 125 shares to an attorney who had 
rendered legal services, and assigned the remaining 130 shares to eight 
persons who had advanced funds to him. 

Various efforts of the Nevada corporation to finance the further 
development of the inventions failed. In March 1941 the Nevada 
corporation issued to Thomas a license for the manufacture and sale 
of the inventions. Thomas, who was the owner of a substantial amount 
of equipment, mortgaged it for the purpose of raising funds for the 
development of the inventions. By 1942 actions had been begun to 
foreclose some of these mortgages and the earlier creditor actions di- 
rected against Thomas were revived. These litigations were settled 
by an agreement, dated April 22, 1942, between the Nevada corpora- 
tion, Thomas and the other stockholders of the Nevada corporation 
pursuant to which Thomas assigned to the Nevada corporation 6671, 
shares of his stock in the corporation and his interest in the mortgaged 
equipment. It was also provided that, if Thomas did not repay the 
creditor stockholders the funds which they had originally advanced to 
him within 18 months, the assigned shares of stock would be divided 
among the stockholders other than Thomas. Thomas thereby tem- 
porarily lost control of the Nevada corporation. 

In January 1944, in order to facilitate the further financing of the 
Thomas inventions and processes, the Nevada corporation issued a 
new license agreement, in place of the one originally issued to Thomas. 
This license designated Edwin C. Street, who had loaned Thomas 
money and was attempting to work out plans for satisfying the 
claims of creditors and obtaining funds for the further development 
of the inventions, as the licensee for the purpose of assigning the license 
to Enterprises. As noted below, Street subsequently did assign the 
license to Enterprises. The Nevada corporation also leased and ulti- 
mately sold Thomas’ equipment in its possession to the latter 
corporation. 

ENTERPRISES 


Enterprises was organized in August 1943 with a capitalization of 
1,000,000 shares of a par value of $5.00 each. In February 1944, it 
filed an application with the California Division of Corporations for 
permission to sell to the public 50,000 shares of $5.00 par value stock, 
to net the corporation $200,000, after deducting a 20% selling com- 
mission to Street and an associate, and to issue 50,000 shares as “pro- 
motion shares” to Thomas and Street and to Fleetwood Southcott and 
Omer Nigh, who were closely associated with Thomas in the promotion 
activities. The application referred to these four persons as the “pro- 
moters of the plan set forth in the application,” and stated that the 
“promotional shares” were to be issued to them “in exchange for the 
assignment of the license agreement.” In connection with the author- 
ization of the filing of this application the Board of Directors of 
Enterprises fixed the value of the license agreement at $250,000, reserv- 
ing the right to “redetermine the value at a higher figure in the event 
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the experience of the corporation with the inventions covered by said 
license agreement justifies a higher figure.” * 

The California Division of Corporations issued a permit author- 
izing the proposed issuance and sale of stock. The shares to be 
received by the four promoters were permitted to be issued “as partial 
consideration for the tranfer first to be made to the applicant of the 
license agreement herein referred to as recited in said application, 
subject to the right to receive additional shares as full and final con- 
sideration therefor when and as authorized by the Commissioner of 
Corporations so to do.” The permit was issued subject to the assign- 
ment of the license agreement to Enterprises and subject to the re- 
quirement that the shares to be issued to the four promoters be placed 
n escrow pending further order of the Division of Corporations and 
that the holders of such stock agree to waive their right to dividends 
or to participate in any distribution of assets until the stockholders 
who had paid cash for their shares should receive as dividends or 
distributions in liquidation 100% of the amount invested. Thereupon 
the entire stock issue was disposed of as contemplated, 50,000 shares 
being sold to the public and 50,000 shares being issued in the names of 
the four promoters and placed in escrow. 

In April 1945 Enterprises filed an application for a permit to sell 
974,084 additional shares to the public and to issue 274,084 additional 

hares to Thomas, Street, Southcott and Nigh. This application was 
eranted only in part, a permit being issued for the sale to the public 
of an additional 137,000 shares and the issuance to the named individ- 
ials of 137,000 shares, these latter to be placed in escrow upon the 
same conditions as the earlier issue. The additional 137,000 shares 
were all sold to the public. 

The license agreement was stated on the books of Enterprises and 
included in its balance sheet, which was certified by respondents and 
filed with this Commission, at $935,000, the aggregate par value of the 
187,000 shares of $5.00 par value stocks issued to the four named 
promoters. 

After the second block of stock had been sold, Enterprises purchased 
the equipment owned by Thomas which it had rented from the Nevada 
corporation for $149,000, less the amount of rentals theretofore paid. 
This amount was used by the Nevada corporation to release the equip- 
ment from mortgages and other liens, to pay the amounts owing to 
unsecured creditors of Thomas, and to acquire the stock interests of 
the creditors in the Nevada corporation. Thomas thereupon reac- 
quired the shares of the Nevada corporation which he had turned over 
to the Nevada corporation in 1942, and resumed his control of that 
corporation. 

SCIENTIFIC 


In June 1945, Thomas organized a limited partnership with the 
name Scientific Development Co. for the purpose of financing further 
development of three of his inventions pertaining to aerial photog- 
raphy. Thomas was the sole general partner and received a 65% 


* The same reservation had been noted in connection with a prior application in October 
1943, when the value of the license was fixed by the Board of Directors at $225,000. This 
earlier application was withdrawn following the raising of objections by the California 
Division of Corporations. 
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interest in the partnership in consideration of the transfer of the in- 
ventions. The limited partners were Southcott, Nigh and one other, 
who subsequently assigned their interests to other persons. The part- 
nership received $50,000 in cash for the 35% interest of the limited 
partners. 

THOMASCOLOR 


Thomascolor, the Delaware corporation, was organized in Feb- 
ruary 1946, for the purpose of consolidating the various entities en- 
gaged in the development of the Thomas inventions and devices and 
of obtaining additional funds. Originally its authorized capital 
consisted of 5,000,000 shares of $5 par value stock, but when it de 
veloped that a single class of stock would not insure retention of con 
trol by Thomas, the authorized capital was changed to 4,000,000 shares 
of common stock Class A, $5.00 par value, and 100,000 shares of com 
mon stock Class B, without par value, each class having 50% of the 
voting power regardless of the number of shares outstanding. The 
holders of the Class A stock were entitled to all dividends paid until! 
they received an aggregate of $1,250,000 after which all dividends 
were to be paid one-half to the holders of the Class A stock and one- 
half of the holders of the Class B stock. Upon liquidation, the hold 
ers of Class A stock were entitled to receive £5.00 per share before any 
distribution was made to the holders of Class B stock. Thereafte: 
the Class B stockholders were entitled to receive the amount dis 
tributed to the holders of Class A stock, and any remaining assets were 
to be divided equally between the two classes. 

It was determined that Thomascolor would acquire all the assets 
of the Nevada corporation, Enterprises, and Scientific and also an 
invention involving television which was owned by Thomas person 
ally. Thomas assigned to Thomascolor all his interest in the invention 
relating to color television, his holdings of the common stock of Ne- 
vada corporation which amounted at the time to 70714 shares, and his 
interest in Scientific which then amounted to 60%, for a consideration 
consisting of 56,800 shares of the Class A stock having an aggregate 
par value of $284,000 and 100,000 shares of Class B stock having a 
stated value of 10 cents per share, or an aggregate of $10,000. The 
Board of Directors of Thomascolor, of which the four persons named 
above were members, fixed the fair market value of these interests 
acquired from Thomas as at least $294,000. Thomascolor also issued 
to Thomas 200 shares of Class A stock in consideration of $1,000 paid 
in cash, 

Thomascolor then acquired from Street, Southcott, Nigh and Car! 
Haverlin, a director of Thomascolor and the Nevada corporation, 90 
shares of capital stock of the Nevada corporation, in exchange for 
9,000 shares of Thomascolor Class A stock. The Nevada corporation 
transferred all its assets to Thomascolor in exchange for 100,000 shares 
of Thomascolor Class A stock which were thereupon distributed pro 
rata among the stockholders of the Nevada corporation and that cor- 
poration was dissolved. In that distribution Thomascolor reacquired 
81,377 27/49 shares of its own stock and 18,622 22/49 shares were 
distributed to the other stockholders of the Nevada corporation. 
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Phomascolor also acquired the remaining 40% interest in Scientific, 

hich the Thomascolor directors stated had a fair value of $200,000, 

exchange for 40,000 shares of Thomascolor Class A stock. Scien- 
tific then transferred all its assets to Thomascolor and was dissolved. 

Enterprises also transferred all of its assets, except $3,000 in cash, 

Thomascolor for 374,000 shares of the Class A stock of Thomas- 
‘olor. The Board of Directors of Thomascolor found that the fair 
value of such assets was at least $1,874,000. 


THE ALLEGED ACCOUNTING DEFICIENCIES 


The accounting treatment to which the order for proceedings refers 
; the basis for disciplinary action relates primarily to intangible 
asset items in the balance sheets of Thomascolor and Enterprises. 


Tue Irem “Patents AND Patent AppLicaTIONs” IN THE BALANCE 
SueEet or THOMASCOLOR 


The balance sheet of Thomascolor as originally filed contained the 
following item: 

“PaTENTS AND Patent AppiicaTions (repre- 
senting the amounts of such assets as carried on 
the books of predecessor interests plus the excess 
of the stated value of common stock issued 
therefor over the net assets acquired as shown by 
the books of such predecessor interests) — (Note 

2) $2, 014, 941. 03” 


“The amount of $2,014,941.03 at which the item ‘Patents and 
Patent Applications’ is carried in the above balance sheet repre- 
sents the valuation of such patents and patent applications by the 
Directors and is based upon the par value of the 579,800 shares 
of Class A Stock of $5 par value less 81,3772749 shares returned 
to treasury and on 10 cents per share for the 100,000 shares Class 
B issued therefor with adjustments for other assets acquired and 
liabilities assumed. 

“Said valuation does not purport to be the cost to the original 
owners. The following is a comparison between the amount at 
which patents and patent applications are carried in the above 
balance sheet and the amounts at which they were carried in 
the balance sheets of the predecessor interests: 


Thomascolor Incorporated $2, 014, 941. 03 


Predecessor Interests: 
Richard Thomas Enterprises, Inc, : 

License agreement $935, 000. 00 
Stock issue expense-commissions 186, 991. 00 
Undistributed expenses, includ- 

ing depreciation, $70,322.49. 215, 748. 67 
Organization expense 

1, 353, 393, 27 
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Predecessor Interests—Continued 
Richard Thomas Enterprises, Inc.—Continued 





Scientific Development Co___---_------_-_- 173, 710. 66 
Thomascolor Corporation, $39,200.00 less 

reserve for amortization, $11,625.49______ 27, 574. 51 
Inventions and processes acquired from 

as a (Not stated) 





$1, 554, 678. 44 


“For accounting purposes it is the intention of the Company 
to amortize the valuation of these patents and patent applica- 
tions over the remaining portion of the 17 year period from the 
date of the basic patent, May 5, 1942, so that the total valuation 
will be amortized over approximately the next twelve years. The 
proportion of the valuation, which, representing cost to the origi- 
nal owners, can be treated as a deduction for tax purposes, will not 
be known until it is established to the satisfaction of the Treasury 
Department. Accordingly, it should be assumed for the purposes 
of this Registration Statement that the annual amortization of 
patents will not be fully deductible for tax purposes.” 

The order for hearing alleges that this account, which represented 
all but $536,642.37 of the total assets of $2,551,583.40 shown on the 
balance sheet, improperly included material amounts without proper 
accounting evidence of their nature and character as patent and patent 
application items. 

Respondents in setting up the balance sheet of Thomascolor stated 
the assets at the par or stated value of the stock issued for the purpose 
of acquiring them. The net assets of the Nevada corporation, 
Scientific and Enterprises and the television patents were acquired by 
Thomascolor for 579,800 shares of its Class A stock, $5 par value, and 
10,000 shares of its Class B stock, 10 cents stated value. Upon the 
dissolution of the Nevada corporation Thomascolor reacquired 81,- 
3772%, of its own Class A shares, making the net amount issued for 
those assets 498,42222/,, Class A shares and 10,000 Class B shares having 
an aggregate par and stated value of $2,502,112.24. Of this, $30,000 
par value of Class A stock was earmarked as having been given to 
Thomas for the television patents, leaving a balance of $2,472,112.24. 
For this Thomascolor acquired assets carried on the predecessors’ 
books at $2,044,849.65, of which $1,554,678.44 were intangible items 
and $490,171.21 were tangible items and deferred charges. The excess 
of the aggregate net par or stated value of the stock over the book 
value of the assets acquired, amounting to $427,262.59, was included 
under patents and patent applications on the books of Thomascolor. 

The entering of the assets acquired by Thomascolor at an amount 
equal to the par or stated value of the stock issued for the purpose of 
acquiring them was essentially an arbitrary procedure. The Thomas- 
color shares had not been traded in and there was no standard by 
which their actual value could be judged. It was impossible to value 
the intangibles acquired, particularly in view of the ae history of 
failure despite the ws in of substantial sums. Obviously the 
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amount ascribed to patents and patent applications was merely a 
balancing figure, substantially in excess of the total of the amounts of 
intangibles in the books of the predecessors, and had no relation to 
actual values. 

In the case of Thomascolor the distortion was intensified by the fact 
that the stock issued was of two classes having highly unusual char- 
acteristics. As has been noted, one-half of the voting power was 
lodged in the Class B stock, and it was provided that after $1,250,000 
in dividends were paid to the holders of Class A stock, regardless of 
the number of shares issued, all remaining dividends were to be 
divided equally between the two classes. Clearly there was no ra- 
tional basis for placing a value of $5 on each share of Class A stock 
and stating the cost of assets acquired in exchange for shares of that 
stock on such basis and at the same time using a value of 10¢ per 
share for the Class B stock as a measure for valuing assets acquired 
in exchange for such stock. 

Respondents urge that the recording of the assets in an amount 
equal to the par and stated value of the stock issued for the purpose of 
acquiring them is an accepted and proper accounting practice where 
the amount of stock issued is not arbitrarily fixed, but is arrived at on 
some rational basis. They argue that there are in this case sub- 
stantial “elements” or “indicia” of arm’s-length bargaining sufficient 
to permit the acceptance of an amount equal to the par and stated 
value of the stock issued. Respondents’ position is in effect that 
where stock is issued in a series of transactions, some of which are 
concededly not the result of arm’s-length negotiation, a figure based on 
the aggregate par and stated value of the stock so issued can be sus- 
tained in its entirety if part of the transactions contain elements of 


arm’s-length dealing. We cannot accept respondents’ view. 

In the light of the unsuccessful history of the patents and patent ap- 
plications, it was clear that their actual value did not approach 
$2,014,914.03 and respondents should have recognized that the use of 
that figure might be misleading to investors. And in our opinion 
the absence of true arm’s-length bargaining in important transactions 
was SO spears that respondents should have recognized the impro- 


priety of using that figure, which as we have noted was $427,262.59 in 
excess of the aggregate of the amounts at which the intangibles were 
carried on the books of the predecessors. 

The facts indicate an over-all lack of arm’s-length bargaining in the 
transactions fixing the amounts of stock to be issued for the assets of 
the predecessors. Thomas caused the organization of, and was the 
dominating factor in, Thomascolor and the three predecessor organiza- 
tions. He was the president and a director of both Thomascolor and 
the Nevada corporation and was the sole general partner of Scientific. 
He had voting control of Thomascolor and the Nevada corporation 
and, with his associates, had practical control of Enterprises. Al] 
action taken by officers, directors and stockholders of Thomascolor and 


*Respondents contend that the figure at which patents and patent applications were 
carried in the balance sheet of Thomascolor was captioned so as to eliminate any implica- 
tion that the figure represented the value of the patents. However, as we noted on previcus 
occasions, a dollar and cents figure set oP »0Site an item of vespery? implies it was reached 
on some rational or precise basis (See omas Bond, Inc., 5 8. E. C. 60, 62, 64 (1939) ). 
Moreover, the footnote to this item in the balance sheet expressly describes the figure 
used as the “valuation” of the patents and patent applications by the directors. 
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its predecessors was a mere rubber-stamping of Thomas’ plans. All 
the persons having interests in these ventures were dependent upon 
Thomas personally to develop a successful invention and accordingly 
their freedom to dispute any course of action he chose was greatly lim- 
ited. Evenif we could accept respondents’ contention that substantial 
elements of arm’s-length dealing were involved in various phases of the 
transactions, these phases were so minor and subordinate that they 
could not affect the conclusion that the $2,014,914.03 attributed to pat- 
ents and patent er vations was essentially an arbitrary figure. 

But we are unable to find that the various transactions involved 
arm’s-length negotiation or bargaining in any substantial sense. In 
considering these transactions it should be borne in mind that Thomas 
as the holder of all the Class B stock and only a relatively small amount 
of Class A stock, which as noted above had limited preferences, had 
no material interest in limiting the amount of Class A stock to be is- 
sued to acquire assets.° Thomas thus had little incentive to be other 
than generous to the other interested persons, and at the same time such 
persons had no hope of preserving their investment unless there was 
successful financing. 

The first transaction involving the issuance of stock for the purpose 
of consolidating the predecessors was the acquisition from Thomas in 
May 1947 of the television patents, 70714 shares of the Nevada corpo- 
ration and his 60% interest in Scientific in exchange for 56,800 shares 
of Thomascolor Class A stock and 100,000 shares of Class B stock hav- 
ing an aggregate par and stated value of $294,000. Since Thomas was 
then the president and sole stockholder of Thomascolor, it is clear that 
there was no arm’s-length dealing in connection with this transaction. 

We also cannot find, as contended by respondents, that arm’s-length 
dealings were involved in connection with Thomascolor’s acquisition 
later that month of 90 shares of the Nevada corporation stock from 
Southcott, Nigh, Haverlin and Street for 9,000 shares of Thomascolor 
Class A stock. These men had been associated with Thomas in his 
various enterprises for a number of years. They were promoters, of- 
ficers, directors and stockholders of some or all of the corporations. 
Respondents urge that this is not a sufficient basis for an assumption 
that they would accept dictation from Thomas where their own inter- 
ests were concerned. However, we think the record clearly shows a 
disposition to accede to Thomas’s various proposals. 

The subsequent acquisition of the assets of the Nevada corporation 
for 100,000 shares of Class A stock of Thomascolor and the dissolution 
of the Nevada corporation in the course of which Thomascolor re- 
ceived back 81,377 2%, of such shares and the balance of 18,622 
2244 shares was distributed to the minority stockholders of the 
Nevada corporation was also not marked by any real arm’s-length 
negotiations. Although in the preceding year the directors of the 
Nevada corporation approved a proposed sale of its assets to Thomas- 
color on somewhat different terms, the sale which was actually con- 
summated was not submitted to the directors or stockholders of the 





5 As noted above the Class B stock carried with it 50% of the voting power and a 50% 
interest in earnings after satisfaction of the limited preferences of the Class A stock. 
Thomas owned 57,000 shares of Class A stock which would constitute 4.2% of the stock 
which it was contemplated would be outstanding in the event that the sale of 1,000,000 
shares to the public was consummated. 
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Nevada corporation, presumably because Thomascolor then owned 
more than 80 percent of its stock. The acceptance of the distribution 
hy the minority stockholders without protest did not reflect any inde- 
pendence of action on their part under the circumstances. The Ne- 
vada corpoartion had been attempting to develop its inventions since 
1941 without success, and new arrangements and further financing 
were necessary if its stock was to have any value. In these circum- 
stances the minority stockholders had little choice but to accept the 
results of a transaction adopted by the management as a possible means 
of salvaging their investment. 

The sale of the assets of Enterprises to Thomascolor for 374,000 
shares of Class A stock of Thomascolor was likewise made under cir- 
cumstances negativing arm’s-length bargaining. The directors of 
Enterprises who aeqaoren the offer were Street, S. I. Volz, a friend of 
Street and William Nigh, a brother of Omer Nigh, an officer and direc- 
tor of Thomascolor and of the Nevada corporation. Neither Volz nor 
William Nigh appears to have been active in the company’s affairs. 
The directors of Thomascolor who accepted the offer were Thomas, 
Southcott and Haverlin. While, as respondents emphasize, there is 
some evidence of differences between Street and Thomas about some 
matters, in the main they acted in concert in the promotion of Thomas- 
color and Enterprises. 

Nor does the fact that certain of the public stockholders of Enter- 
prises consented to the sale furnish any material element of arm’s- 
length bargaining. Although Enterprises had in April 1946 obtained 
the consent of a majority of its public stockholders to an offer to sell 
its assets to Thomascolor, when the offer was actually made, on some- 
what different terms, the consent of only 7 public stockholders, owning 
only 3,250 shares, was obtained, with the balance of the necessary 
majority being obtained from Thomas, Street, Southcott and Nigh. 
Moreover, at the time the original consents were obtained, the stock- 
holders of Enterprises were advised that the plans were to finance 
Thomascolor by the sale of stock at $10 a share and to have that. cor- 
oration acquire the assets of Enterprises through an exchange of 
Thomascolor stock for Enterprises stock on a share for share basis. 
Obviously any arm’s-length features of this transaction are mini- 
mized in view of the suggestion that was made that a consent would 
facilitate the transformation of the shares then held by the stock- 
holder into new shares having an offering price of twice the original 
issue price of the Enterprises shares held, as to which the record indi- 
cates the high bid had been $7.50 a share. 

While the acquisition of the 40% interest in Scientific, the limited 
partnership, for 40,000 shares of Thomascolor Class A stock appears 
to have involved some arm’s-length negotiation, there is evidence that 
some of the assignees of the limited partners were otherwise inter- 
ested in and connected with other promotions of Richard Thomas, 
In addition these assignees were, like the minority stockholders of the 
Nevada corporation and Enterprises, in the position where their funds 
had been dissipated and they had nothing to lose and no real alter- 
native but to ne Thomas’ proposal giving them new interests with 
the expectation that additional cash could ‘, secured and the possi- 
bility of eventual development of the Thomas processes could be 
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kept alive. In any event, this transaction constituted a relatively 
minor element in the total $2,014,914.03 Patents and Patent Appli- 
cations figure certified by respondents. 

Respondents also seek to justify the carrying of the patents and 
patent applications at the par value of the stock issued therefor on 
various other factors. They point to the fact that the purchasers of 
a 13% interest in the patents later transferred to the Nevada corpora- 
tion paid $115,625 therefor and urge that this indicates a value of 
nearly $1,000,000 for the patents. But neither these purchasers nor 
any other persons were in a position to value the patents on any 
rational basis. The fact that they were willing to invest in the possi- 
bilities of successful development of the patents could be no evidence 
of their actual value. Respondents similarly urge that the fact that 
the public was willing to invest $935,000 to acquire half the capital 
nak of Enterprises is evidence that the purchasers of this stock in 
effect valued the license agreement, for which, respondents assert, the 
other half of that stock was issued, at $935,000. However, re- 
spondents’ argument in this connection does not give sufficient weight 
to the drastic provisions of the escrow agreement under which the 
shares issued to the promoters were made subordinate to the publicly 
held shares. Respondents also point to the fact that the prices 
Thomas received for his interests in the predecessors were less than 
those paid for the minority interest. But these prices were stated in 
terms of par and stated value of stock and were distorted by the in- 
clusion of the Class B stock at 10 cents per share. 

In support of their position on this question, as well as on the 
other fibwitone in the order for proceedings, respondents intro- 
duced the evidence of three members of other firms of certified public 
accountants who testified as experts. Respondents lay great emphasis 
on this testimony and point out that no expert testimony to the con- 
trary was introduced by the Office of the Chief Accountant. How- 
ever, as we have previously stated, while the opinions of qualified 
expert accountants may be helpful, this Commission must in the last 
analysis weigh the value of expert testimony against its own judg- 
ment of what is sound accounting practice.” We have given careful 
consideration to the testimony of the experts as well as to all the 
other evidence in arriving at our conclusions herein. We have not 
deemed it necessary to discuss their testimony since the views they 
7 o were substantially the same as those of the respondents. 

n summary on the basis of the foregoing we find that the account 
“Patents and Patent Applications” in the balance sheet of Thomas- 
color prepared and certified by respondents improperly included 
material amounts without proper accounting evidence to support those 
amounts or to justify the certification of the figure stated for that 
account. 


* Respondents have also argued that in appeeving the sale of Enterprises stock to the 
public and the issuance of an equal amount of stock to the promoters, the California Com- 
missioner in effect valued the license agreement at $935,000. However, that there is no 
basis for this contention is evident from the fact that the stated value of the license 
agreement was treated as a deduction from capital and not as an asset in the California 
Commission’s correspondence with stockholders, in its second permit, and in its internal 
reports in connection with the Enterprises financing. 

"See Interstate Hosiery Mills, Inc., 4 8. E. C. 706, 715 (1939) ; Cf. Commonwealth and 
Southern Corporation, 9 8S. B. C. 609, 616 (1941) ; Dayton Power and Light Company, 
8 S. BE. C. 950, 974 (1941). 
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Tue INcLUSION IN THE Assets OF THOMASCOLOR oF $698,000 ReprE- 
SENTING Stock Expecrep To BE DONATED BY THE PROMOTERS 


The order for hearing alleges that the balance sheet of Thomas- 
color, as originally filed, improperly included among the assets the 
amount of $698,000 representing the par value of 139,600 shares of 
Class A stock which would be acquired indirectly by donation from 
Thomas, Southcott and Nigh, subject to the approval of the Cali- 
fornia Division of Corporations. This amount was included in the 
$2,014,914.08 figure designated Patents and Patent Applications. 

After Thomascolor had acquired the Enterprises assets in exchange 
for 374,000 shares of its Class A stock, Thomas, Southcott and Nigh 
entered into an agreement with Thomascolor for the transfer to it, 
for the nominal consideration of $3, of 139,600 shares of the promotion 
stock of Enterprises held in escrow, subject to the approval of the 
California Commissioner. The intent of the agreement was that, 
upon the dissolution of Enterprises, Thomascolor would acquire and 
cancel the 139,600 shares of its own Class A stock which would other- 
wise have been distributed to the promoters. An application was 
made to the California Commissioner for his consent to the transfer 
of the shares in escrow. However, when the Commissioner asked for 
additional information, including a copy of the registration state- 
ment filed with this Commission, ‘counsel for the company decided to 
wait until the registration statement had been amended, and the 
application was not pursued further and the proposed transaction 
was never consummated. 

This agreement was a part of the over-all plan for the consolidation 
of the predec essor organizations into Thomascolor. The objective 
was described by Thomas’ counsel as follows: “To obtain satisfactory 
and propitious financing arrangements it is necessary to effect a con- 
solidated balance sheet for the Delaware Corporation with the lowest 
possible spread between the value of the patents and the demonstrable 
costs thereof.” Respondent Stewart testified that he “was told that it 
was all part of the arrangement which was being made whereby Mr. 
Thomas would not receive more in par value of stock than he claimed 
to have contributed in cash.” 

Respondents seek to justify the inclusion of the $698,000 represent- 
ing the par value of the 139,600 shares of Thomascolor stock in ques- 
tion, in the amount shown for patents and patent applications by 
pointing to the facts that that stock had actually been issued and 
outstanding, that the stock to be acquired for $3 was stock of a. 
prises, not stock of Thomascolor, and that the consent of the California 
Commissioner had to be obtained before that stock and the Thomas- 
color stock allocable to it could be acquired by Thomascolor. Re- 
spondents urge that the Commissioner might have required the reten- 
tion of the Thomascolor stock in escrow or the distribution thereof 
to the stockholders of Enterprises who had contributed cash. They 
also refer to the fact that the dissolution of Enterprises required the 
vote of a majority of its stockholders. 


®* Street, who held the remaining 47,000 promotion shares in escrow, refused to join in 
this agreement. 
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Respondents’ arguments are without merit. While we recognize 
that there were conditions precedent to the transactions contemplated 
by the agreement which might have prevented consummation, and in 
fact they were not consummated, these contingencies did not justify 
the accounting treatment adopted with respect to the shares expected 
to be reacquired pursuant to the donation agreement.’ Since those 
shares were issued and outstanding they were properly so shown in the 
balance sheet. However, it was manifestly improper to measure the 
cost of assets by the par value of stock subject to an agreement of this 
nature. 

The stock clearly was never intended to be issued in exchange for 
assets. Its issuance was merely part of the legal mechanics of effect- 
ing the consolidation of Enterprises and Thomascolor, and the dona- 
tion agreement was entered into as a means of reducing the considera- 
tion paid by Thomascolor to acquire the assets of Enterprises to an 
amount net that of the stock expected to be reacquired pursuant to that 
agreement. Accordingly, the corresponding debit which should have 
been made in connection with the issuance of that stock should not 
have been “Patent and Patent Applications” but “Capital Stock 
Discount.” 

As we stated in our Findings and Opinion in the stop-order 
proceedings : 


“The controlling accounting principles are not new. They have 
been frequently enunciated in our earlier decisions. For example, 
in Unity Gold Corporation, 1 5S. E. C. 25 (1934), we specifically 
stated that donated stock should not be reflected in asset accounts, 
particularly property accounts, tangible or intangible. This is a 
well recognized and accepted accounting principle. See also 
Yumuri Jute Mills Company, 2S. E. C. 81, 87 (1937). The fact 
that in the instant case approval by the California Corporation 
Commission is yet to be obtained before the registrant actually 
receives the ‘donated stock’ affords no basis for departing from 
these principles because the nature and purpose of the contract 


* Respondents have asserted that at the time their audit was made there was serious 
doubt by all concerned whether the shares covered by the donation agreement would ever 
be reacquired. It may be noted, however, that this position is inconsistent with others ad 
vanced by respondents in arguing that the figures they used for the patents and patent 
applications and the license agreement accounts were justified. Respondents’ argument 
noted previously that the public investment of $935,000 in Enterprises imputed a com- 
parable value for the shares issued to the promoters is based on the contention that the 
restrictions placed on the escrowed stock were only temporary, whereas in connection with 
the donation agreement they stress the possibility that these restrictions would be retained 
indefinitely. In addition, respondents contend that, even apart from asserted arm’s-length 
features of the various transactions, there were other indications that the amount at 
which the patent account was stated was reasonable. If such amount were valid, as 
contended, there should have been no serious doubts as to obtaining the necessary approval 
of the California Commissioner in order to effectuate the donation agreement. Such doubts 
could only be based on concern as to the value of the patents and of the Thomascolor stock 
to be distributed to the public stockholders of Enterprises. If respondents had considered 
these matters they should have been aware of the conflict between a determination as to 
the reasonableness of the adopted values, on the one hand, and the giving of weight to 
deubts as to the California Commissioner’s approval of the donation agreement, on the 
other hand. 

” The impropriety of the treatment followed by respondents is evident from the fact 
that under it upon actual reacquisition and cancellation of its stock it would have been 
necessary to reduce Thomascolor’s property accounts. Had the treatment we suggest been 
followed no such deflation of the property accounts would be necessary since the would 
not have been inflated in the first instance and the required entries would simply be to 
eliminate the capital stock discount (and the corresponding capital in the stock accounts). 
On the other hand, even were the stock not reacquired, the discount would remain and 
would properly continue to be shown as such for the reason that the framers of the 
transactions recognized that no value was received for the stock. 
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relating to the acquisition of the stock by the registrant establishes 
it as an item which could not properly be considered an asset.” ™ 


We conclude that respondents in including in the Patents and Patent 
Applications account the $698,000 representing the par value of the 
shares expected to be reacquired pursuant to the donation agreement 
failed to follow proper accounting principles. 


Tue Trem “License AGREEMENT” IN THE BALANCE SHEET OF 
ENTERPRISES 


The balance sheet of Enterprises as of May 20, 1947, immediately 
before the transfer of its assets to Thomascolor, showed as an asset 
the item “License agreement . . . $935,000.” This item was qualified 
by a footnote reading as follows: 


“The outstanding capital stock at May 20, 1947 is 374,000 shares, 
of which 187,000 shares were issued for cash and 187,000 shares 
were issued in accordance with the terms of the license agreement 
whereby the Company acquired the right to use certain specified 
Thomascolor inventions. No dividends may be paid or other 
distributions made to the holders of promotion stock until the 
shareholders who paid cash for their dutta have received either 
as dividends or as other distributions of the Company’s assets, in 
cash or its equivalent, amounts equal to $5.00 per share. Of the 
187,000 shares of stock sold for cash, all but nine shares were sold 
by the Company’s fiscal agent, who received as commission the 
amount of $1.00 per share, or a total of $186,991.” 


The order for hearing alleges that this item improperly included 


yromotion items. Respondents acknowledge that it is a well estab- 
ished accounting aay that where stock is issued for promotion 


services, the consideration received therefor should be shown in the 
balance sheet as promotion services and should not be included in 
property or similar accounts.’* However, respondents seek to justify 
their treatment on the ground that promotional services were not in- 
volved and that the evidence which was available to respondents in 
connection with their audit so indicated. 

In our opinion the record shows that the 187,000 shares of the stock 
of Enterprises issued to Thomas, Street, Southcott and Nigh were 
issued at least in large part in consideration for promotion services. 
These four men had been engaged in various efforts looking toward 
the development of the Thomascolor inventions and a program of 
financing over a long period of time and the applications to the Calli- 
fornia Division of Corporations described them as “promoters.” The 


™ Thomascolor Incorporated, Securities Act Release No. 3267 (November 26, 1947), p. 18 

™ We have on many occasions criticized the inclusion in property and other accounts of 
the par value of shares issued to promoters for services. See Haddam Distillers Corpora 
tion, 1 S. B. C. 37 (1934) ; Yumurit Jute Mills Company, 2 S. EB. C. 81, 86 (1937) ; National 
Boston Montana ines geeporatten, 2S. EB. C. 226, 250 (1937): Rickard Ramore Gold 
Mines, Ltd., 2 §. E. C. 377, 389, 390 (1937) ; Paper Sales Company of Detroit, Inc., 28. BE. C. 
748, 754 (1937) ; Platoro Gold Mines, Inc., 3 8. E. C, 872, 881 (1938) ; Thomas Bond, Inc., 
5 S. E. C. 60 (1939) ; MacDonald Mines Limited (N. P. L.), 7 S. E. C. 223 (1940):; Re- 
sources Corporation International, 7 8S. BE. C. 689, 736 (1940); Poulin Mining Company 
Limited, & S. EB. C. 116, 621 (1940) ; Automatic Telephone Dialer, Inc., 10 8. B. C. 698, 
706 (1941); F. G. Masquelette € Co., Accounting Series Release No. 68 (July 5, 1949). 
Of. Continental Distillers 4 Importers Corp., 1 8S. E. C. 54, 77 (1935) ; Brandy-Wine Brew- 
“to compeny, 1S. E. C. 123 (19385) ; Snow Point Mining Co., Inc., 1 8. BE. C. 311, 315-6 
(1936). 
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first license agreement, which was issued to Thomas in 1941, cost 
Thomas nothing and he was unable to develop any value for it. The 
second license agreement, which was issued to Street, cost Street noth- 
ing. This agreement provided that it was issued to Street solely for 
the purpose of his assigning it to Enterprises and that the agreement 
would become void if this were not done. Under these circumstances 
it should have been apparent to respondents that it was highly im- 
probable that the stock issued to the above persons was issued solely 
in consideration of the license agreement. 

The Office of the Chief Accountant urges that respondents were put 
on notice that promotional services were included in the consideration 
for the stock because of the use of the term “promotion stock” by 
counsel and by the California Division of Corporations in granting its 
permit to issue the stock. Respondents, on the other hand, argue that 
“promotion stock” does not necessarily mean stock issued for promo- 
tional services but may mean stock issued for property, tangible or in- 
tangible, in connection with the formation of a company, and urge 
that they were justified in regarding that designation as consistent 
with the issuance of the stock for property because they found other 
evidence to that effect. 

Respondents place considerable reliance on the fact that the permits 
granted to Enterprises by the California Division of Corporations 
authorized the issuance to Street, Thomas, Southcott and Nigh of 
stock “as partial consideration for the transfer first to be made to the 
applicant of the license agreement herein referred to as recited in 
said application.” Respondents point to the fact that the license agree- 
ment is mentioned as a sole consideration for the issuance of such 
stock and that nowhere in the permit is there any use of the words 
“promotion services.” mathe esha argue that this, as well as two 
intra-office memoranda of the California Division of Corporations 
which recited the license agreement as the consideration for the stock, 
shows that that Division understood the applications for permits to 
mean that the license agreement was the sole consideration for the 
stock and did not think that promotion services were in any way 
involved. Respondents assert that they were entitled to put great 
weight on the finding of the California Commissioner of Corpora- 
tions, as a disinterested public official charged with the duty of pro- 
tecting investors, that the stock was issued for the license agreement. 
They emphasize that the permit was required to be made a part of 
the subscription forms submitted to investors. 

Respondents also stress that at the time they undertook the en- 
gagement they were informed by either Thomas or his counsel that the 
license agreement was the consideration for the shares, that the cor- 
porate minutes and records stated that the license agreement was the 
consideration, that neither Thomas, Street nor any of the various 
counsel for Thomascolor with whom respondents had extensive con- 
tacts throughout the period of their audit ever indicated that there 
was any consideration other than such agreement or raised any ques- 
tion with respect to the item under discussion, that drafts of financial 
statements were submitted to counsel and others and no comment was 
made, and that the narrative portion of the draft of registration state- 
ment which had been prepared by counsel and approved by the Board 
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of Directors of Thomascolor described the assignment of the license 
igreement as being in consideration of the issuance of the stock in 
question. 

We cannot agree with respondents’ position that the evidence that 
no promotional services were involved was so clear that they were 
justified in accepting it as a fact without further inquiry. It was 
evident that the stock in question had been issued in connection with 
the promotion of the company, particularly in view of the facts that 
it had been treated as “promotional shares” by the California Division 
of Corporations and had been referred to as “promotion stock” by 
various persons associated with the enterprise. In such circum- 
stances and in the light of the many cases in which problems had 
arisen with respect to the description of promotional items," there 
was an affirmative duty on respondents as accountants practicing be- 
fore this Commission to make certain that the stock was not issued 
for promotion services. In our opinion respondents unjustifiably 
placed too much weight on the language of the permit as indicating 
that the license was the sole consideration for the issuance of the 
stock. Adequate inquiry into the background of the issuance of 
the permit was not made. The record shows that representatives of the 
San Francisco office of the respondent firm visited the office of the Cali- 
fornia Division of Corporations for the purpose of obtaining in- 
formation about other subjects and could have very easily inquired 
about the background of the issuance of the permit. Donald A. 
Pearce, Assistant Commissioner of Corporations of California who 
testified in these proceedings pointed out that the permits referred to, 
and were qualified by, the applications, and that the applications re- 
ferred to the shares issued as promotional shares and to the four 
individuals named above as promoters. Pearce stated that Street had 
told him and he had always understood that the shares had been 
issued for promotional services and would have so advised the re- 
spondents if they had asked him. 

The failure of counsel and others to mention the subject of pro- 
motion services voluntarily was not sufficient excuse for not making 
a complete inquiry. Respondents’ duty went further and required at 
least that they ask direct questions as to the existence of promotion 
services instead of relying on the silence of those persons on that 
matter or on general statements or recitals that the license agreement 
was the consideration for the stock. From the evidence in the record, 
it is clear that the four promoters and counsel, as well as Pearce, 
understood that the stock had been issued for promotional services. 
The four promoters had entered into a written agreement for the 
division of the promotional stock among them which recited as the 
reason for such division “the services and contributions made by them 
for the benefit of this promotion.” If respondents had made proper 
inquiry into the reasons why shares of promotional stock were issued 
to four promoters for an ostensible consideration of the assignment of 
a license agreement by only one of them, such inquiry should have 
led them to this agreement which on its face disclosed that the con- 


13 See cases cited in note 12, supra. 
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sideration for the assignment of the license agreement included pro- 
motional services rendered for the benefit of Enterprises.“ 

A memorandum prepared by Thomas’ counsel in January 1947, and 
furnished to respondents summarizing the situation and outlining a 
proposed course of procedure, which was a document evidently pre- 
pared with considerable care, stated that the 187,000 shares were issued 
to Thomas and his associates, “either in consideration of the assign- 
ment of the patent license agreement between the Nevada Corporation 
and Street, or as promotional stock,” and “apparently in payment of 
organization and promotion.” The respondents assert that this 
memorandum was “preliminary” and was prepared when counsel did 
not have full information, particularly copies of the permits issued 
by the California Division of Corporations. In any event, however, 
it afforded a further reason for a full inquiry by respondents to as- 
certain whether promotional services were in fact involved. 

On the basis sides examination of the record we find that respond- 
ents failed to follow proper accounting principles and practices in 
their treatment of the item “License Agreement” in the Enterprises 
balance sheet certified by them.” 


Foornote ExpLANATIONS 


The order instituting these proceedings alleges that the footnote 
explanations to the balance sheets in the registration statement as 
originally filed were inadequate because of failure to provide and to 
present papery important factual data. 

It is alleged that the footnotes are inadequate in failing to disclose 
the status in liquidation of the two classes of Thomascolor stock. 
At the time the registration statement was filed, Thomascolor had 
outstanding approximately 500,000 shares of Class A and 100,000 
shares of Class B common stock which had been issued to acquire the 
assets of its predecessors. The charter then provided a a 
in liquidation for the Class A stock to the extent of $5 per share, after 
which the Class B stock as a class would receive an amount equal 
to the aggregate paid to the Class A shareholders, with any amount 
remaining being divided equally by the two classes. Under the regis- 
tration statement, 1,000,000 shares of Class A stock were to be sold 
to the public for $10 per share. As a result of the substantial dis- 
crepancy between the sale price and the liquidation preference, as 
much as $5,000,000 of the $10,000,000 to be paid by the public pur- 
chasers of Class A stock might be distributed in the event of liquidation 
to the holders of the previously issued Class A stock and to Thomas as 
the holder of the Class B stock. The significance of this situation 


% We cannot accept respondents’ argument that the services referred to in the agreement 
were personal services rendered to Thomas and not to Enterprises. This interpretation 
is inconsistent with both the language of the agreement and the evidence in the record 
that Street’s efforts were directed toward effecting a financing of the Thomas enterprises. 

* The designation of “License Agreement, $935,000” was also made in the footnote to 
the item Patents and Patent Applications in the Thomascolor balance sheet, and respond- 
ents were similarly deficient with respect to it. Having found a lack of arm’s-length deal- 
ing in the acquisition of Enterprises’ assets by Thomascolor we cannot accept respondents’ 
contention that, whatever its nature in the balance sheet of Enterprises, this item lost its 
identity — the acquisition of that corporation’s assets by Thomascolor and was properly 
attributable to the latter's Patents and Patent Applications account. 
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; highlighted when consideration is also given to the dividend priv- 
ileges of the two classes of stock. It appears that the excess to be 
paid by the public purchasers of the Class A stock over its par value 
of $5 per share would be credited to paid-in surplus and woh surplus 
could under Delaware law be distributed as dividends. However, 
inder the charter, the Class A stockholders had a preference to 
receive, as a class, only the first $1,250,000 of dividends declared and 
paid by Thomascolor, after which the Class A stockholders would be 
entitled to only one-half of all future dividends, the other half being 
payable to the Class B stock. 

Respondents cite Rule 3-18 (d) (3)* of our Accounting Regula- 
tion S—X, which requires disclosure in the financial statements of the 
extent to which the liquidating value of preference stock is other 
than its par or stated value and the effect thereof on surplus, and 
contend that the rule implies that no disclosure was necessary in this 
case since the par and liquidating values of the Class A stock were 
the same at the time the financial statements were originally filed. 
However, the principal reason for this rule is to require a presenta- 
tion which will reflect fully and adequately the equities of the various 
classes of stockholders and to indicate the status of surplus partic- 
ularly from a dividend standpoint. Respondents should have recog- 
nized that it is equally important to reflect in the financial statements 
the extent to which the amount paid or to be paid by preference 
stockholders exceeds the liquidating value of their shares and the ex- 
tent to which such excess would be available to others than those 


preferred stockholders. Such disclosure was necessary in order that 
the financial statements should not be misleading,’ and failure to 
make this disclosure constituted a material omission. Although, as 


respondents point out, the liquidation preferences are set out in the 
narrative part of the prospectus, we do not regard this as sufficient 
reason for failure to describe them in the financial statements. 

It is also alleged that the footnotes are inadequate in failing to set 
forth complete data as to Thomas’ ownership and voting power of 
shares of Class A stock and of all the Class B stock. Respondents urge 
that such disclosure was not called for because of the evidence that they 
relied on as showing that the transactions as between Thomas and 
public investors were at arm’s length. However, as shown above, re- 
spondents were not justified in resting their accounting presentation 
on the so-called elements of arm’s-length at in this case, and 
the nondisclosure in the financial statements of the identity of Thomas 
as the controlling person, of both registrant and of the persons or 
corporations from whom the registrant acquired property, resulted 
in making those financial statements materially deficient and mis- 
leading."* 

% This rule has since been renumbered Rule 8-19 (d) (8). Accounting Series Release 
No. 70 (1950). 

17 See Rule 3-06 of Regulation S—X. 

% We have repeatedly held that where property of a corporation is stated in its balance 
sheet at an amount determined in a transaction in which the transferor was a person in 
control of the corporation, such facts must be disclosed in the balance sheet. Continental 
Distillers & Importers Corp., 1 S. BE. C. 54, 78 (1935) ; Rickard Ramore Gold Mines, Ltd., 
2 8. EB. C. 877, 389-90 (1937) ; Platoro Gold Mines, Inc., 3 8. BE. C. 872, 880-1 (1988) ; 


Thomas Bond, Inc., 5 8. BE. C. 60, 64 (1939) : MacDonald Mines, Ltd, (N. P. L.), 7 8, E. C. 
228, 226-7 (1940) ; Automatic Telephone Dialer, Inc., 10 8. B. C. 698, 706-7 (1941). 
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The order for proceedings further alleges that the footnotes were 
inadequate in failing to present the oumblats facts as to the possible 
reacquisition by Thomascolor of 139,600 shares of its Class A common 
stock. As we have stated above this transaction was not properly 
reflected on the balance sheet. While the impropriety of including the 
par value of such shares in the item Patents and Patent Applications 
would not have been cured merely by additional footnote disclosure, 
the footnote explaining the situation was in any event inadequate. It 
merely stated that Thomascolor had entered into an agreement for 
the acquisition for a nominal consideration of 139,600 shares of the pro- 
motion stock of Enterprises subject to the approval of the California 
Commissioner. The footnote should have also stated that if such ap- 

roval were obtained and the restrictions on these shares were removed, 

homascolor, upon the liquidation of Enterprises, would acquire 
139,600 shares of its own Class A stock, and that Thomascolor had 
agreed to cancel such reacquired shares. In addition, the footnote 
should have stated the effect such transaction would have on the ac- 
counts, and should have identified the parties to the agreement as 
certain of the promoters of Thomascolor. 

We cannot agree with respondents’ contention that good accounting 
practice did not require it to supply detailed matter of this nature 
and that it properly did not do so because such detail would have un- 
duly called attention to the possible benefits from reacquisition of the 
stock and have created an impression that such reacquisition was as- 
sured. Full disclosure of transactions between management and the 
registrant is required in the financial statements whether the facts 
disclosed might be interpreted as favorable or unfavorable,” and a 
carefully worded explanatory footnote would preclude misinterpreta- 
tion. Particularly, if respondents had followed the proper accounting 
procedure we have outlined above, namely, showing a smaller patent 
account and a stock discount item in the amount of the par value of 
the shares involved, presentation of the details of the transaction 
would not be subject to any misleading inferences. 

It is also alleged that the footnote explanations to the various bal- 
ance sheets certified by respondents were inadequate in failing to pre- 
sent complete data as to diauk known costs and the extent of alleged 
unknown costs to affiliated transferors of property to Thomascolor 
and its predecessors whose balance sheets were certified by the re- 
spondents. Respondents attempt to distinguish the precedents relied 
on by the Office of the Chief Accountant in support of this charge ” 
on the ground that they involve cases where there was an absence of 
arm’s-length dealing and where the lack of adequate disclosure was 
with respect to figures included in the financial statements, whereas 
in the instant case, respondents assert, the transactions in question were 
not lacking in arm’s length and not arbitrary and the costs of Thomas 
and the other allegedly affiliated transferors were not required to be 
set forth and did not appear in the financial statements or anywhere 


* Of. Accounting Release No. 37 (November 7, 1942) ; Red Bank Oil Co., Securities Act 
Release No. 3110 (January 4, 1948). pp. 8, 15, 16. 

® Platoro Gold Mines, Inc., 3 8. E. C. 872 (1938): Breeze Corporations, Inc., 3 8. EB. C. 
709 (1988) ; Petersen Engine Co., Inc., 2 8. BE. C. 898 (1937). Of. Accounting Series Re- 
lease No. 18 (1940) ; Accounting Series Release No. 37 (1942). 
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else in the registration statement as originally filed. They contend 
that for those reasons it was not incumbent upon them to refer to such 
costs or to the inability to verify certain of them. 

We cannot, however, as our previous discussion demonstrates, accept 
respondents’ contention that there were sufficient elements of arm’s 
length in the transactions by which Thomascolor or its predecessors 
acquired interests or property from Thomas and the other promoters or 
by which Thomascolor acquired the remaining interests in its prede- 
cessors that the stated consideration could be viewed as not having 
been arbitrarily determined. Accordingly, apart from the impro- 
priety of respondents’ accounting treatment to which we have already 
referred, respondents should in any event have disclosed the costs of 
affiliated transferors in these transactions and their inability to deter- 
mine or verify them, where such was the case." We find that their 
failure to do so, particularly in view of the promotional nature of the 
situation being dealt with, constituted a disregard of the accounting 
requirements under the circumstances. 

For the above reasons we conclude that the footnote explanations 
were inadequate in the respects set forth.” 


Ruuines on Exceptions 


During the course of the proceedings exceptions were taken to 
rulings of the hearing examiner overruling objections to certain 
questions and admitting and excluding various exhibits. In general, 
the question involved in these rulings is whether proffered material 
was available to respondents at the time of their audit. We have care- 
fully examined the evidence involved and the rulings of the hearing 
examiner and conclude that the exceptions should be overruled. 


ConcLusiIon 


As has been shown, respondents’ accounting treatment and dis- 
closures were materially inadequate and the financial statements 


“In the financial statements as subsequently amended, the notes to the Thomascolor 
and Enterprises balance sheets were amended to indicate that the cost to Thomas of 
$149,000 of equipment purchased from him by Enterprises was not susceptible of verifica- 
tion. A note was also added to the Thomascolor balance sheet indicating that of the 40% 
minority interest in Scientific acquired by Thomascolor for 40,000 shares of $5 par value 
Class A common stock the cost to those holding 29%4% was $42,000 and the cost to those 
holding the remaining 104%%, which was shown on the partnership records at $15,000, 
was unknown to the company. This information and similar information with respect to 
Thomas’ other alleged costs, the costs if any incurred by the promoters in obtaining the 
license agreement for Enterprises and the alleged costs in connection with the development 
of patents held vd Nevada should have been furnished in the financial statements as origi- 
nally filed. While we permitted the registration statement to become effective without 
insisting on so full a presentation, the registrant was advised at that time that the financial 
statements, as amended, were not entirely satisfactory, and we did not regard the remaining 
ioodogeney as to this item as sufficiently material to keep the statement from becoming 
effective. 

ener eamente have contended that in yiew of the disclosures which they made in the 
financial statements with respect to the Patents and Patent Applications item their ac- 
counting treatment should be accepted under our Accounting Release No. 4 (April 25, 
1938). That release provides, in part: “In cases where there is a difference of opinion 
between the Commission and the registrant as to the proper a of accounting to be 
followed, disclosure will be accepted in lieu of correction of the financial statements them- 
selves only if the points involved are such that there is substantial authoritative support 
for the practices followed by the registrant and the position of the Commiasion has not 
previously been expressed in rules, regulationes or other official releases of the Commission, 
including the published opinions of its Chief Accountant. paaweennns ours). We have 
noted in our discussion of the patent item and the extent of the footnote disclosure required 
in connection with it that Commission precedents have expressed disapproval of the type 
of accounting treatment and disclosure adopted by the respondents. In view of those 
precedents, Accounting Release No. 4 cannot aid respondents in this case. 
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certified by them were materially misleading in important respects. 
Those deficiencies resulted directly from respondents’ failure to follow 
generally accepted accounting and auditing principles and practices 
and professional standards, and rules, regulations and prior decisions 
of this Commission. Under the circumstances we find that respond- 
ents have engaged in improper professional conduct within the 
meaning of Rule II (e). 

Respondents’ disregard of their professional obligations is inex- 
cusable. It was clear from the material examined by them that 
attempts had been made over a long period of time to develop and ex- 
ploit the inventions covered by the atone and large sums of money 
had been expended without any evidence of commercial success. Un- 
der the registration statement the public was to be asked to invest 
$10,000,000 more in this highly speculative venture. It was against 
this background that respondents prepared and certified balance sheets 
which grossly uoumttnbed Laenaiite assets by the arbitrary use of the 
par iad stated value of shares of stock issued to acquire the assets, 
including shares expected to be reacquired from promoters as a dona- 
tion, and attributed to apparently potentially productive items ma- 
terial amounts which should have been shown as promotion services. 

Respondents have steadfastly maintained that their presentation 
and procedures were reasonable and justified. They insist that they 
acted in good faith, that the situation presented was a unique one and 
if we find any error on their part it would reflect no more than a differ- 
ence of judgment as to method of handling such situation, and that no 
willful or deliberate disregard of our rules or accepted accounting 
— was involved. It is also stressed that Stewart enjoys an excel- 


ent reputation in his — and has never had any prior question 


raised with respect to his accounting activities. 

We accept respondents’ assertion that they acted in good faith 
and accordingly do not find any willfulness in the sense referred to by 
them. However, in a disciplinary action under Rule II (e) we are 
not required to make such a finding. We are of the opinion that re- 
spondents’ accounting work in connection with the Thomascolor regis- 
tration statement was so deficient in the respects set forth above, as a 
result of their failure to give this professional undertaking the degree 
of care and inquiry it demanded under the circumstances, that disci- 
plinary action is required. 

After careful consideration of all pertinent factors, including those 
stressed by respondents, we have reached the conclusion that respond- 
ents Haskins & Sells and Andrew Stewart should be denied the privi- 
lege of practicing before this Commission for a period of 10 days 
beginning 30 days from the date of the issuance of our order. 

An appropriate order will issue. 

By the Commission (Chairman Cook and Commissioners McEntire 
and Rowen), Commissioners Adams and Rossbach not participating. 


Orva L. DuBots, 
Secretary. 
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UNITED STATES OF AMERICA BEFORE THE SECURITIES AND 
EXCHANGE COMMISSION 


October 30, 1952 


Order Suspending Privilege of Practice Before the Commission, 
In the Matter of Haskins & Sells and Andrew Stewart, File 
No. 4-66 (Rules of Practice—Rule II (e)). 


The Commission having instituted a proceeding pursuant to Rule 
iI (2) of its Rules of Practice to determine whether respondents, 
Haskins & Sells, a partnership, and Andrew Stewart, a partner therein, 
certified _— accountants, should be denied, temporarily or perma- 
nently, 2 privilege of appearing or practicing before the Commis- 
sion; anc 

A hearing having been held at which respondents appeared with 
counsel, and respondents having waived a recommended decision by 
the — y examiner, and briefs having been filed and oral argument 
heard; an 

The Commission having considered the record and having this day 
issued its Findings and Opinion herein; 

Ir Is Orprrep, pursuant to Rule II (e) of the Rules of Practice, 
that Haskins & Sells and Andrew Stewart be suspended from appear- 


ing or practicing before the Commission for a period of 10 days, 
began 30 days from the date hereof. 
y the Commission. 


Orvat L. DuBots, 
Secretary. 
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POWER POLICY——DIXON-YATES CONTRACT 


Exuisit 14 


MississipP1 Power & Lieut Co., 
Jackson, Miss., May 19, 1954. 


Mr. R. M. Dopps, 
Manager, Tax Department, Ebasco Services Inc., New York 6, N. Y. 

Dear Mr. Dopps: We have tried to make an estimate of the value of the use 
of deferred taxes resulting from rapid amortization. 

We made the estimate two ways, i. e., (1) following the plan set forth in your 
letter of March 16, 1954, regarding proposed liberalized tax depreciation policy, 
arriving at $3,525,859, and (2) a plan we devised, arriving at $13,107,334. The 
figures are so far apart until they need reconciling or explaining. 

Our work papers are labeled schedules 1, 2, and 3 as follows: 

Schedule 1: Develops the amount of deferred taxes by years 1952-59. The 
percentage subject to amortization is not the percentage set forth in the certifi- 
cate but is the effective amount arrived at by dividing total cost into amount 
certified. 

Schedule 2: Shows that we will defer taxes in the first 5 years on each certified 
project and that said deferred amount will then be paid as taxes until the total 
amount of deferred taxes have been paid. The large amounts in the final years 
result from land rights, having been amortized, leaving no tax base. We tried 
to follow your letter of March 17, 1954, in making this computation. 

Schedule 3: Shows another method of calculating the value of the use of the 
deferred taxes. This calculation says that if we can defer payment of a debt 
of $389,526 for 7 years, invest said amount and earn a return, after taxes, of 
6 percent each year and invest the interest and then, at the end of 7 years, pay 
the debt without interest, we will be able to keep the difference between $585,688 
and $389,526 or $196,162. Each calculation is made in similar manner. 

Please let us have your comments. 

Yours very truly, 
J. D. SrrereNrorH, Treasurer. 


P. S.: Small variations in our estimates of deferred taxes as compared to some 
other estimates may be ignored. 


J.D.8. 
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746 POWER POLICY—DIXON-YATES CONTRACT 


Exuisir 15 
Exsasco Services, INC., 
New York, N. Y., June 10, 1954. 
Mr. J. D. STIETENROTH, 
Treasurer, Mississippi Power & Light Co., 
Jackson, Miss. 

Dear Mr. STIETENROTH: We reviewed with interest the schedules attached to 
your letter of May 19 relative to your estimates of the value of the use of deferred 
taxes resulting from amortization of emergency facilities of Mississippi Power & 
Light Co. 

We paid particular attention to schedule No. 3 wherein you have computed a 
value of use of deferred taxes in the amount of $13,107,334, representing the differ- 
ence between the compounded value of deferred taxes of $21,014,559 and the 
amount of the deferred taxes of $7,907,225. The tax savings were compounded to 
variable periods of time. We believe that in a study of this sort, where the factor 
of use of money is considered in determining the benefit of a course of action, one 
particular date should be used as a focal date for interest computations. Such 
focal date could be either the year 1952, the initial date in which the taxes were 
deferred, in which case the value of deferred taxes and/or additional liabilities 
would be determined by using the present value of $1 at 6 percent, as indicated 
on your schedule 2. Under this method the present value of tax savings amounts 








Another focal date which might be used would be some time in the future, or 
the year 1985, the year in which the total amount of tax savings have been 
liquidated through additional tax liabilities. If such focal date were used it 
would be necessary to compound the amount of the deferred tax savings and/or 
additional tax liabilities for each year to the year 1985. The attached schedule 
No. 1 indicates that the compound value of the tax savings amounts to $25,567,413 
by 1985. The present value thereof for a period of 34 years, at 6 percent, is 
$3,526,000. 

The attached photostat schedule No. 2 reconciles the amount of $13,107,334, 
shown on your schedule No. 3 to both the present value of the use of deferred 
taxes of $3,526,000, shown on your schedule No. 2, and the compounded value of 
deferred taxes of $25,567,000, shown in our schedule No. 1. Essentially what 
was done was to either compound the differences for each year in the last column 
of your schedule No. 3 for the applicable number of years to the year 1985 or 
discount said differences to the year 1952. 

You will note that some of the reconciling items differ by a couple of hundred 
dollars. This is due to the fact that only four places in the various tables were 
used. 

If we can be of further help to you in this or if you have any questions thereon 
do not hesitate to communicate with us. 

Very truly yours, 
R. M. Dopps, 
Manager, Tax Department. 


TAQ DHOWTP DOT Y’'v NnIYyvyAn _wWaTrae OOarnrnp aon 
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ScHEDULE No. 1.—MiIssissrpp1 Power & Licut Co. 


Computation of tax saving due to amortization of emergency facilities 


| 
Number of |Compound| Compound 
years com- | amount of | amount of 
pounded | $1, at6 tax saving 
to 1985 percent | or loss! 


Tax saving ! 


| 

$536, 567 33 | $6. 8406 | $3, 670, 440 
572, 003 32 ». 4534 | 3, 691, 358 

| é . ORS1 | 9, 912, 547 

7435 | 9, 400, 599 
4184 8, 868, 496 
1117 | 5, 094, 540 
8223 4, 341, 782 
5404 | (1, 390, 033) 
2919 (1, 351, 979) 
0489 (1, 275, 432) 
8197 | (1, 203, 232) 
6035 (1, 135, 128) 
3996 (1, 070, 898) 
2071 | (1, 010, 259) 
0256 | (953, O85) 
8543 (899, 124) 
. 6928 (848, 251) 
5404 | (800, 244) 
3966 | (754, 946) 
2609 712, 199) 
71, 878) 

3, 857) 

597, 978) 

4, 115) 

6895 532, 204) 
5938 058) 
5036 | (473, 645) 
4185 (446, 837) 
3382 (421, 542) 
2625 (406, 843) 
1910 (355, 984) 
1236 (235, 204) 
0600 (164, 933) 
0000 (461) 


CKnnns >. > 


315, 
315, 
315, 

7 315, 

173 315, 
1974 315, 
1975 (315, 
197¢ 315, 

1977 315, 
1978 (315, 
1979 (315, 
1980 (315, 
1981 (322, 
1982 (298, 
1983 (209, 331) 
1984 (155, 597) 


1985 (461) 


wooo 
ee ee tt et et et et et et BD OD DS OD OD 


Total un os 25, 567, 413 


Figures in parentheses indicate loss 


ExHisir 19 


FEBRUARY 10, 1954. 
Re annual report for the year ended December 31, 1953, Securities and Exchange 
Commission, form U5S, item 10, contributions, public relations, dues and adver- 
tising. 
MIppLeE SoutH UTILITIEs, INC., 
New York 6, N.Y. 

GENTLEMEN : Pursuant to instruction No. 1 with respect to item 10 of the fore- 
going, there are submitted below the data required by item 10 (a), (b), (ec), (d), 
and (e). Item 10 (f) is not applicable to Mississippi Power & Light Co. and, 
therefore, has been omitted. These data have been prepared by the writer or 
under his supervision and are being submitted for your use in filing a report 
with the Securities and Exchange Commission. 

10. Contributions. public relations, dues, and advertising : Submit the following 
information as to each registered holding company in the system and each sub- 
sidiary thereof, including mutual service companies, during the prior calendar 
year: 

(a) A tabulation showing expenditures, disbursements, or payments, directly 
or indirectly, in money, time, materials, and supplies or services to or for the 
account of any political party, committee, or agency thereof ; candidate for public 
office, holder of public office, holder of any office in a political party (or any 
officer or employee acting as such). 





POWER POT.ICY—DTXON-YVATES CONTRACT 





748 POWER POLICY—DIXON-YATES CONTRACT 


Calendar year ended December $1, 1953 


Accounts charged, 
Name of recipient ifany, per books Amount 


Name of company or beneficiary | Purpos of disbursing | 
| company 
(1) (2) (3) | (4) | (5) 
i 


None by Mississippi Power & Light Co. 


The foregoing response discloses expenditures, disbursements, or payments 
made by the company to or for the account of any political party, committee, 
or agency thereof, candidate for public office, holder of public office, holder of 
any office in a political party (or any officer or employee acting as such), as 
all such expenditures, disbursements, or payments have been recorded upon the 
books of the company. However, this response does not purport to cover expendi- 
tures, disbursements, or payments lawfully made to— 


(@) Holders of public office by way of taxes, fees, or levies collectible by 
such holders of public office in their official capacities ; 

(b) Officers, directors, or employees in the ordinary course of business, 
even though such officers, directors, or employees may have been holders 
of public office, candidates therefor or holders of an office in a political 
party; or 

(c) Persons who might have been holders of public office or candidates 
therefor, or holders of an office in a political party, or rights-of-way, insur- 
ance premiums, gas purchased, materials and supplies, etc., or in connec- 
tion with other transactions in the ordinary course of business. 


(b) A tabulation showing expenditures, disbursements, or payments directly 
or indirectly, in money, time, materials, and supplies, or services to or for the 
account of any citizens’ group, taxpayers’ group, or public relations counsel (or 
any officer or employee acting as such). 


Calendar year ended Dec. 31, 1953 


} 


| Accounts charged, | 


Name of recipient ifany, per books 


Tg > % y; .—: -*urpose ‘ f 
Name of company or beneficiary Purpose | of disbursing | Amount 
| company 


(1) (2) (3) (4) (5) 


= 


During the calendar year ended December 31, 1953, payments were made to, 
or for the account of citizens’ groups, taxpayers’ groups, or public relations 
counsel in the total amount of $17,960.55 as shown on the attached schedule A. 

(c) A tabulation showing contributions, dues or other payments to social, 
educational, professional, trade, or other similar organizations, whether for the 
account of such company or of any of its officers or employees. 


Calendar year ended Dec. 31, 1958 


j j | 
Name of company Name of recipient Purpose Amount 


(1) (2) (3) (4) 





Contributions, dues, or other payments were paid to social, educational, pro- 
fessional, trade, or other similar organizations during the calendar year ended 
December 31, 1953, for the account of Mississippi Power & Light Co. or its 
officers or employees in the total amount of $35,347.33 as shown on the attached 
schedule B. 

(d) A tabulation showing all payments or contributions to newspaper press 
associations, newspapers, magazines, or other publications for advertising (other 
than advertising of specific products of Mississippi Power & Light Co. or adver- 
tising on behalf of local or national public welfare campaigns such as Red Cross, 
Community Chest, United States savings bonds, etc.) and for purposes other than 
advertising. 
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Calendar year ended Dec. 31, 1958 


Name of company Name of recipient | Purpose Amount 


(1) (2) | (3) (4) 


Payments were made to newspaper press associations, newspapers, magazines, 
or other publications during the calendar year ended December 31, 1953, by Mis- 
sissippi Power & Light Co. in the total amount of $121,258.85 as shown on the 
attached schedule C. 

(e) If the employees were solicited (by, or with the assistance or sanction of, 
or under the sponsorship of any registered holding company in the system or any 
subsidiary thereof) to make a contribution for other than exclusively charitable 
or social purposes, describe each such solicitation and state the amount collected 
and name of recipient. If the offices or office equipment were used to assist in the 
solicitation of contributions for any such purpose, describe the purpose of each 
such use. 

None by Mississippi Power & Light Co 

Yours very truly, 
MissrssrpPr1 Power & Licut Co., 
By J. D. Srrerenrora, Treasurer. 


This is to certify that, pursuant to instruction 1 with respect to item 10 of 
annual report for the year ended December 31, 1953, to be filed by Middle South 
Utilities, Ine., with the Securities and Exchange Commission on form U5S, I 
have read the foregoing memoranda and the facts set forth therein are true to 
the best of my knowledge, information, and belief. 

J. D. STIETENROTH. 


ScHEDULE A.—Mississippi Power & Light Co. item 10 (b), form U5S, calendar 
year ended Dec. 31, 19538 


| Accounts charged, if any, per | 
| books of disbursing company 


| 
(2) (3) (4) (5) 


Name of recipient or beneficiary Purpose Amount 


Dixie Advertisers. 4 .----| Publie relations serv- | Miscellaneous general expense | $16, 010. 55 
ice. 
National Tax Equality Association.| Tax seeny 2 program _|__...do_. | 750. 00 
American Tax Payers Association, ae. eae ee Th ke ee 500. 00 
Weshington, D. C. 
lax Foundation, Inc_.-.- .| Contribution___- | .do ides “= 200. 00 
Committee on Electoral Reform- Jan linge ; ih A ea eek ° 200. 00 
National Trade Policy, J. 8. Cole- |.....do__.-. 300. 00 
man 


| — 
es aa ile eaenl teenie ation oe 


ScHEDULE B.—Item 10 (c), form U5S, calendar year ended Dec. 31, 1953 


Name of recipient Purpose Amount 
(2) 


Edison Electric Institute-_--.._- tei , $4, 378. 71 
272 other organizations, the total — to ‘any ‘one of 
which was less than $2,500_...... 30, 968. 62 


36, 347. 33 
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ScHEDULE C.—Item 10 (da), form U5S8, calendar year ended Dec. 31, 1953 


Name of recipient Purpose Amount 


(2 (3) (4 
The American Magazine Advertising | $5, 026. 92 
N. W. Ayer & Son, Inc Electric companies advertising | 12, 962. 59 
program. | 
The Clarion Ledger Advertising 3, 966. 
Subscriptions oat 
Jackson Daily News Advertising 
Subscriptions 
Radio Station WJDX Radio advertising | 
Time, Inc Advertising 
309 other newspaper press associations, newspapers, Maga- ‘ 
zines, and other publications, the total of which to any | 
single organization was less than $2,500 | 


Total 


This is to certify that, pursuant to instruction 1 with respect to item 10 of 
annual report for the year ended December 31, 1953, to be filed by Middle South 
Utilities, Ine., with the Securities and Exchange Commission on form U5S, I 
have read the foregoing memoranda, and the facts set forth therein are true to 
the best of my knowledge, information, and belief. 

Signature, title, and date: 


EXHIBIT 20 
[Jackson, Miss., Daily News, September 26, 1954] 
By Way OF EXPLANATION TO THE PEOPLE OF MISSISSIPPI 


This isa paid ad. It cost me $476. I have been trying for the greater part of 
a whole week to get this statement published. 

I gave up my job with Mississippi Power & Light Co., for two reasons: First, 
for an ideal, a principle. I could not live the life of a hypocrite any longer, pre 
tending that I was the principal financial and accounting officer of the company, 
when in truth the powers and prerogatives of my offices had been usurped in large 
measure by others. Second, I thought that the company should cut out the 
extravagant operation and that rates should be reduced substantially. 

I need your support and encouragement if you agree with what I have done 
Write or wire me and tell me if you believe what I have done is right and you 
want reduced electric rates—reduced millions of dollars a year. You have got 
to help me if we are to win. It’s going to be a tough battle, but with your support 
we willwin. Just address me at Jackson, Miss. 

Following is the statement just as it appeared in the Memphis Press-Scimitar 
in a news release as a public service—not as a paid advertisement. 

Sincerely, 
J.D. (Jt) STTETENROTH. 

P. S.—In justice, I want to say that both Jackson daily newspapers ran my 
first statement in full. 

J.D.S 


{From the Memphis Press-Scimitar, September 23, 1954] 


“THANK Gop I Hap tHe Guts To THrow Orr THE YOKE,” SAYs STIETENROTH IN 
Letrer To M. P. & L. DrRecrors 


J. D. Stietenroth, secretary-treasurer of Mississippi Power & Light Co., has 
made a second statement as to why he attacked policies of the company and 
higher-up authorities that control it. 

He made this second statement in lieu of attending a meeting of the M. P. & L 
directors yesterday. The statement, in form of a letter to the directors, was 
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made Tuesday night. In the statement he said he expected the directors to 
unanimously resolve” to fire him. Although Baxter Wilson, president of the 
company, had announced immediately following Stietenroth’s first statement last 
Sunday that the secretary-treasurer was relieved of his duties, Stietenroth said 
that only the directors could fire him, They did yesterday afternoon. 

Following is Stietenroth’s second statement in full: 

‘To the board of directors of Mississippi Power & Light Co.: 

Knowing that you will be in session around noon Wednesday, September 22, 
the regular meeting date of which I notified you, and knowing also that one of 
the matters that you will be called upon to consider is my dismissal, I wish to 
make the following statement to you: 


EVENTS OF SEPTEMBER 17 


‘1. I spent nearly all day Friday, September 17, 1954, telling Mr. Wilson of 
many of the things that have occurred which I thought, and still think, were 
mproper and wrong and tried my best to get him to join with me to first go to 
Mr. Brown and then to you and see if we could not agree to put up a united front 
and throw off the yoke, and adopt policies which are designed to make the com- 
pany more stable; to do a better and less extravagant job of operating the com- 
pany; put ourselves (I find that I still refer to the company as ‘our’ company, 
which I suppose is natural after 26 years of loyal service to it) in a position to 
reduce rates and thereby eliminate one of our most vulnerable spots—i. e., the 
sreat disparity between our rates and the lower rates of other nearby privately 
nd governmentally owned utilities; and to protect the interest of all investors, 
including the common-stock holders, Middle South Utilities, Ine., of which Mr. 
E. H. Dixon is president. I also spent long hours reviewing with Baxter and 
refreshing his memory of several occasions when Mr. Brown, Mr. Wilson, and 
| were all of one mind as to certain terribly important policies regarding which 
each of us took his stand and argued for this policy which we unanimously 
reed was right and for the best interest of our company, and was the best for 
au good, sound policy insofar as the interests of Middle South Utilities, Inc., parent 
company, was concerned, Yet Mr. Dixon turned thumbs down on what we wanted 
to do, which resulted in our acting in accordance with his wishes, regardless o: 
what all of us—Mr. Brown, Mr. Wilson, and I—thought was right, proper, and 
sound. 

“2. I thought that both sides of questions of policy should be presented to you 
when you are called upon to act upon complex questions of policy of tremendous 
import, of which you could not possibly have full knowledge of all the facts and 
implications, since you men are busy with your own important affairs and do 
not have sufficient information or the time to familiarize yourselves with these 
matters. As you may know, only one side of any question is ever presented to 
you and the result is that, year in and year out, you ‘unanimously adopt’ what- 
ever resolutions you are requested to adopt, with never a dissenting vote. 


DOCUMENT SIGNED IN BLANK 


“3. You recently signed, in blank, the signature page of a registration state- 
ment which was to be attached to the registration statement, when prepared, 
concerning the calling, or refunding, or exchanging the $6 preferred stock. I 
also signed the said document opposite a descriptive title showing the capacity in 
which I was supposed to sign and thus assume tremendous responsibility, and 
even expose myself to criminal liability in said capacity. The descriptive title 
opposite which I signed my name was secretary and treasurer and ‘principal 
financial and accounting officer.” I do not know what you men had in mind 
when you signed said document in blank, and this assured the Securities and 
Exchange Commission and the whole world that I was the ‘principal financial 
and accounting officer’ of the company, but I can tell you one thing for sure 
and that is that I had not one thing to do with the decision to call or exchange 
the $6 preferred stock, and I can tell you something else: Neither Mr. Brown, 
nor Mr. Wilson, nor I had been in favor of calling or refunding the $6 preferred 
stock, and this I know because I have talked with them about it. A somewhat 
favorable market (which I do not admit exists) would not, in my judgment, 
change anybody’s mind about this, because we all agreed that there were other 
and more important considerations, among which was the fact that the small 
proportion of the total capital which was represented by the $6 preferred could 
not save a great deal of money by getting the money at a little lesser cost (none 
for the rate payers but maybe increased dividends to the common stockholder) ; 
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there are a fairly large number (1,225) of satisfied $6 preferred stockholders 
living in Mississippi which gave us a strong political ally if we ever got in 
trouble; many of the $6 preferred stockholders had stayed with the company 
since its organization, including the depression period, when they were seriously 
exposed to being wiped out, principally because of certain things which the then 
common stockholder had done, which I will not go into at this time, thus leaving 
the $6 preferred stockholders in a terribly exposed position, when they had been 
assured that they would never be placed in such exposed position, thus justify- 
ing the limited dividend and fixed maximum interest in the assets of the com- 
pany, forevermore. I thought and still think, for the above reasons and some 
others too lengthly to set forth in this letter, that it was an unconscionable 
act (and also bad judgment) on the part of the common stockholder to order, 
at this time, the calling or refunding or exchanging of said shares and, although 
the common stockholder has not asked for my opinion, I will volunteer that 
I do not think that such a program was even in his best interest. 

“But, regardless of these things, since I was not even advised that the call, 
or refund, or exchange of the $6 preferred stock was even contemplated before 
I was ordered to report to the offices of Middle South Utilities, Inc., in New York, 
to proceed with said transaction, and my orders were given to me before the 
matter had been presented to you and you had the opportunity of going through 
the formality of approving that which had been ordered by New York, and was 
already in motion when you, the board of directors, ‘unanimously resolved’ to 
proceed with this very important matter. It really galled me to have to go 
through the pretense of signing said registration statement in the capacity of 
‘principal financial and accounting officer’ when I had had nothing whatsoever 
to do with reaching the decision to call or refund or exchange the $6 preferred 
stock and I full well knew, as it later turned out when I recently spent about 
2 weeks in Middle South and Ebasco Services offices, in New York, that I would 
not even be allowed to make any decision as to how it would be done. 


“HAS QUIT BEING A HYPOCRITE 


“4. I have said that I have thrown off the yoke; that I have quit being a 
hypocrite (bordering upon being a fraud) ; and that nobody is ever, in my entire 
life, going to put the yoke on me again; so help me God. 

“5. I know that I could have previously taken the step that I took last 
Friday, in announcing that I had thrown off the yoke and there have been many 
times when my conscience hurt me because I did not have the guts to do so. 
If I had revolted a month ago when I was forced (not physically, of course, but 
economically, since a man has got to work to eat) to commit another hypocrisy 
by signing a signature page in blank, of the registration statement calling or 
refunding or exchanging the $6 preferred stock. However, I also know that if 
I had done so that you would have had to fire me a month ago instead of to- 
morrow, as I know you must do because, so far as I know, there has never 
been anybody before who would have dared throw off the yoke. I also know of 
many company and sister company people who would do so but they know as 
I knew, that they would be fired and crushed for their trouble. 

“6. I want you to know that when you ‘unanimously resolve’ tomorrow to fire 
me that I will continue to have the kindliest feeling for you. I know that Mr. 
Dixon has absolute (dictatorial) appointive power over each and every member 
of the board of directors and through you, Mr. Dixon has absolute (dictatorial) 
power over every officer (and even the employees if he wished to exercise it) 
of the company. If Mr. Dixon does not want any one or all of you as directors 
then you cannot be a director (period). If Mr. Dixon does not want me (or 
anyone else) as an officer, then I cannot be an officer (period). The same is 
true as to employees. I have never heard of his exercising his absolute (dicta- 
torial) powers to eliminate an employee, but I cannot say that it has never 
happened. 

“7. In the step that I have taken, it was not my intention to revolt against our 
president, our chairman of the board, our board of directors, or anyone else, ex- 
cept the enslaving ‘system’ which was causing me extreme unhappiness. and 
making my soul shrivel up, as I went through life acting the part of a hypocrite’ 
a puppet on a string; a dummy officer ; carrying all of the responsibilities of the 
offices to which you were kind enough to elect me and trust me to handle, yet 
having let the ‘system,’ compesed of Middle South Utilities, Inc., Ebasco Services 
Inc., subsidiary of Electric Bond & Share Co., and Messrs. Reid and Priest, at- 
torneys, usurp the powers and prerogatives of my offices. 
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WHAT A STATEMENT FOR A FINE MAN 


“g Recently a man, who I will not now or ever name, but for whom I know 
at each of you has the utmost regard, admiration, respect, and love, said to me 
ou are not what you pretend to be and I am not what I pretend to be, but what 
in we do? It has ever been so and will likely ever remain so.’ What a state- 
ent for such a fine man to make. Our Founding Fathers won our freedoms and 
herties from one dictator, namely King George III, but we have surrendered 
any of our freedoms and liberties to another dictator in the person of Mr. EB. H. 
Dixon, president of Middle South Utilities, Inc., aided and abetted by Ebasco 
Services, Inc., and Messrs. Reid and Priest, attorneys. 
‘9, Since I have described Mr. Dixon as a dictator, I think I should say what I 
ean. Actually, Mr. Dixon is one of the most intelligent and cultured gentlemen 
that I have ever met; he is just as smart as they come. But, Mr. Dixon, as I 
inderstand it, is not a free agent either, and there are some Wall Streeters or 
Bostonians or Chicagoians that are forever and eternally needling hina to get more 
d more dividends (sometimes when I’m irked, I say more and more blood), out 
f the subsidiary companies (I have often thought about the fact that I could 
name the persons who actually pull the strings), regardless of the conse- 
iences to anyone else (of course, their interest must be protected at all times, 
d sometimes it appears to me that things are ordered to be done which are 
etrimental to other interests). I am of the old school that believes that our 
istomers, bondholders, preferred-stock holders, employees, and Government also 
ive an interest in our property and business, and that the business should not 
© run, in large measure, for the exclusive benefit of the one and only common- 
tock holders, but that fair, reasonable, and even generous treatment should be 
.ccorded the one and only common-stock holder and thus protect his bona fide 
nvestment in the company (not what the books show by several million dollars, 
but the money it actually paid into the company). 


NOT BY BREAD ALONE 


“10. Iam sure that each of you must know that taking the action that I took 
was the hardest decision I ever made in my life. I knew that I would be fired 

nd persecuted. I knew that I would lose my means of making a living, and a 
man must work to eat. I knew that I would lose my insurance and pension which 
are so important to me since I am now 50 years old. I knew that when I just 
could not stand it any longer, and almost literally exploded, I was bound to hurt 
the company which I love, and if I tell the whole truth about everything I know, 
my many associates, friends, employees of the company, and others will be hurt 
and ashamed, and I knew that our employees want to have pride in their com- 
pany. Without pride to sustain them, they will be miserable, too. One employee 
told me something that I am sorely afraid some of my associates have forgotten. 
He said, ‘Man does not live by bread alone. Without complete confidence which 
justifies pride in my company I am afraid that I will fold up.’ Of course, he has 
got to eat, but I know that I am saying and doing things that will cause him 
extreme unhappiness. It hurts me to have to proceed, but I do not know of any 
other answer. I hope I will be forgiven if what I am doing is wrong. 

“11. In taking the step that I have taken, which was taken at such terrible 
personal sacrifice, my motives have been clean and my objectives simple. I have 
asked for no money or any additional power, nor have I attempted to take over 
anyone else’s job. I have been fighting for an ideal, for a principle, and I am 
still fighting and will continue to fight. My objective was simply this—that after 
I spent nearly the whole day, Friday, September 17, 1954, with Mr. Wilson, that 
if he could be persuaded to adopt the ideal, the principle, that I had already com- 
initted myself to fight for, then we would both go to Mr. Brown and try to get 
him to see the desirability of seeking a change, however gradual, but always in 
the direction of throwing off the yoke that was making me so unhappy and 
miserable because I was living a life of deceit and hypocrisy when I pretended 
to be the ‘principal financial and accounting officer’ of the company. I want to 
make it clear that I speak only for myself in this respect and not for the other 
officers and the directors of the company. 


A RECENT OFFER 


12. Just for the record, I want to state that in recent weeks, probably a 
month ago, Mr. Wilson offered to sponsor me with Mr. Dixon and the board of 
directors for a position of (at least nominally) greater responsibility and I 
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believe I got a $100-a-month raise in pay about a month ago. As to the promo 
tion to the new office, I told Mr. Wilson that we would talk about it later. What 
I really meant was that if I had the prerogatives and powers of my present offices 
| would probably have my hands full of terribly important matters of far 
reaching concern to the company. But, while my subsequent revolt against 
wearing the yoke had been building up in me for years and was almost to the 
boiling point a month ago, I said nothing but that we would talk later about 
the promotion and the increased responsibilities. However, my 26 years with 
the company made it crystal clear to me that although I may have increased 
responsibilities, surely the important powers and prerogatives would be usurped 
by the ‘system.’ As to the $100-a-month raise that I probably got (I saw the 
payroll authorization signed by the salary committee), frankly I don’t know 
whether it was ever reflected in my paycheck or not because I do not pay that 
much attention to how much I earn. All I want in the way of income is just 
enough to keep my family and myself reasonably comfortable. I also want 
reasonable job security. My insurance and pension are important to me. Last 
in order, but foremost in real value to me, is peace of mind, happiness in my 
work, pride in.my company, its officers and directors, associates, and all the 
many friends that I have in the entire organization of about 1,000 of the finest 
men and women in the whole world. I know that my associates and the em- 
ployees of the company approve of my action even though they dare not say so. 
Our freedoms and liberties are truly gone. 


THANK GOD I HAD THE GUTS 


“13. I thank God that I had the guts to throw off the yoke and TI would do 
it over again. I feel better and cleaner in my heart than I have in years. The 
thing that distresses me most is the way I exploded on Sunday, September 19, 
after having spent nearly all day Friday, September 17, in explaining to Mr. 
Wilson how I felt about many things, and why, and saying repeatedly that I 
could not and would not wear the loke any longer, even if it cost me my life 
(I knew my job was gone). 

“14. I believe the things I stand for are right and I intend to keep on fighting 
for them. I believe many of the policies that I have advocated, such as less 
extravagant operation and lower rates, will ultimately be adopted because I 
believe that when the people of Mississippi are told the whole truth they will 
rise up in righteous wrath and demand justice, as it is right and just that 
they should do. By justice I mean that this business be operated for the joint 
benefit of the customers, employees, Government, and investors, including the 
one and only common-stock holder, who is certainly entitled to fair treatment. 
However, in my opinion, fair treatment to the common-stock holder does not mean 
that the business be run in large measure for its exclusive benefit. 

“15. I will not be at the board meeting tomorrow because I fully realize that 
it would be absolutely useless for me to attend. I have committed the unpardon- 
able sin of revolting against the ‘system’ and of throwing off the yoke, and 
I know that you have no choice but fire me. I could write for hours of the things 
that have been done to me, to you, to the other officers, and to our company, 
but I believe that what I already said will convey to you a pretty good idea of 
what I am talking about. 

“16. I would do it over gain if I had to. 

“Respectfully submitted. 

“J. D. STIETENROTH.” 
x 








